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Letter From The Editor
Qube Team

We live in a world that tends to promote specialization. Our time is limited (along with our
attention spans), which means we must be selective in our pursuit of achieving what Malcolm Gladwell cited as the so-called “10,000Hour Rule” – the amount of time needed to
master something. It is for this reason that I
am engrossed by all things finance, but would
need help fixing a plumbing problem, writing
the source code for a piece of software, or run
a farm (no matter how small scale).
While all such pursuits may be incredibly interesting, and the knowledge acquired very valuable, my professional raison d’être is chosen.
Who has the time to take a deep dive into all
things – however fulfilling, useful and interesting they may be?
This is one of the motivators behind our new
endeavor, Qub[ED], an online platform geared
for clients, advisors and accountants to learn
about relevant financial topics through various
mediums in digestible parts. That’s right, our
passion project is up and running (and I am
sure you have noticed the influx of webinars
hosted by our amazing Qube staff)!
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A shoutout and a ‘thank-you’ are due to Mark
Pekar for building this project from the ground
up, as well as all the other Qube team members who have contributed either by authoring
whitepapers or making Oscar-worthy webinar
performances.
As you read our latest market commentary, I
challenge you to evaluate how you’re feeling
about your financial position. Many of us have
been put back in one form or another this past
year. As normalcy returns and we turn our focus to the future, will you carry on the same
path as before or have your goals changed?
Speaking with your Investment Counsellor
about such changes is an important step in the
planning process. It’s also what we are here for
and love to collaborate on with you.
Our office renovations are progressing to the
finish-line, and we look forward to seeing you
in the fall. It remains our privilege to be entrusted with your wealth management needs.

Kaleo Portfolios: Past Performance

YTD

2020

3-Year

5-Year

Inception

Kaleo A

11.8%

19.8%

15.1%

13.8%

13.8%

Kaleo Full

9.6%

20.6%

14.6%

14.6%

14.4%

MCSI World Index

9.9%

14.0%

12.8%

13.9%

12.9%

S&P TSX

17.3%

5.6%

10.8%

10.8%

7.1%

50% TSX/ 50% MSCI World
KALEO Benchmark

13.6%

9.8%

11.8%

12.4%

10.0%

Note: All returns reported above for periods in excess of 1-year are reported as annualized returns. Composite returns represent past performance and should not to be treated as an indication of future results.
All returns are reported as net of trading costs, but do not account for management expense fees. All rates
reported above correspond to the period ending June 30, 2021. Kaleo inception of January 2011.

Kaleo

Kaleo consists of a portfolio of stocks that are selected using an investment approach that
applies company-specific fundamental analysis, and strategic macroeconomic positioning.
The model invests in a mix of both domestic and international equities, with geographic
weighting subject to change intermittently.
Our Kaleo Full model is composed of 35 stocks + 5 index ETFs. For clients with invested
funds in the $250K to $1M range, we offer a subset 22 stocks + 5 index ETFs subset of
this model (Kaleo A) in order to reduce brokerage fees. Returns since inception for each
of our Kaleo models are similar by design.
We currently aim to hold a stock for 3-5 years in our Kaleo models. This means that we
have an average portfolio turnover of 25%.
We purposefully chose our benchmark to more accurately represent the broad geographic
diversification of our holdings in Kaleo. Our benchmark for Kaleo is defined as 50% of the
MSCI Index and 50% of the S&P TSX Total Return Index.
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Inflation? Or Economics In Action
By Michael Baker, MBA

Soaring prices have been appearing in countless headlines over the past few months.
More and more, it seems inflation is looming like a dark cloud when we reach for our
wallets. However, rather than get caught up in the news, sometimes it’s more prudent to
pause and ask thoughtful questions. Taking the time to reflect prevents us, as investors,
from allowing the sensationalized news to dictate our actions. We much prefer a proactive
than a reactionary approach when investing.
In being proactive, I suggest we explore a question together: Are we experiencing a re-

turn to high inflation, or simply the forces of supply and demand economics in action?

Recent Inflationary Experiences
As with many of you, I’ve experienced a change in some of my spending habits over the
past 18-months. Some changes have helped me to save. I’m eating out less, making almost
all my meals at home. Also, I’m finding I only fill up my car once per month. Yet, not everything has helped my wallet. I tried to find my wife a new bicycle this spring, which cost
$900 last year and was now closer to $1,300, that is, if you could find one! We couldn’t
and bought one used. Then our weekly grocery bill, which was $100, is now closer to
$130-140. It seems that any of my cost savings are offset by costs rising. At first glance, it
appears the headlines are correct. What I am experiencing is inflation. But, through reflection, I argue these spikes are just the exuberance of many buyers chasing limited supply.
What we’re experiencing is a transitory shock in pricing.
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Inflation Historically
When completing an economic analysis, it
is prudent to look back so we can predict
forward. So to test if we are in a high inflationary period, I want to review what led to
the last persistent high inflationary period.
Because, although history doesn’t repeat itself, it often rhymes.
Let’s review The Great Inflation of the 1970s
and 80s. Between 1973 and 1982, annual
inflation in Canada averaged 9.62%. Economists generally agree that what caused The
Great Inflation was the 1973 and 1979 Oil
crises. Both crises occurred in conjunction
with the end of the Bretton Woods agreement when we moved away from the gold
standard. Suddenly, there were rising prices due to oil shortages and increased money supply. Those catalysts to inflation seem
to rhyme with the scarcity of raw materials
we are experiencing today. As well as the
increase in money supply we currently see
with sovereign banks’ use of Quantitative
Easing (QE).
Back in the 80s, the Bank of Canada (BoC)
had limited tools in their arsenal to combat inflation, and QE wasn’t one of them.
Their answer to inflation was raising interest rates. They hiked interest rates to 21%!
The logic was that higher rates encouraged savings and reduced consumption.
The higher rates worked, inflation began
to decline. From 1983 - 1991, the annual
average inflation dropped to 4.68%. Since
1992, annual inflation has been stable in
Canada, averaging 1.80% as of Dec 2020.
For almost 30 years, inflation has been stable, and the BoC has increased its tools to
keep high shock inflation at bay, which I
will address.

Successfully navigating the dot-com bubble, housing crisis, and now I also predict a
post-covid economic resurgence in consumer confidence. I don’t believe we’re going to
repeat the history of The Great Inflation.
CPI Separating the Mirco from
the Macro
If there is inflation, how much does it truly
impact our day-to-day lives? As investors
and consumers, we have a general expectation that the price of goods and services
rises over time. We measure these increases using the Consumer Price Index (CPI).
Which measures the monthly price change
for a basket of goods at the macro level.
In aggregate, it is a valuable measure for
economists and policymakers. One problem, though, is that it isn’t the best indicator of micro inflation. The current macro
basket contains eight categories with over
200 items. Many that we are unlikely to
buy regularly. Instead, we each have unique
baskets of goods and services, which are
likely drastically different from the broad
CPI basket. For illustrative purposes, I will
discuss two of the baskets, food and transportation.
The Food Basket
Fruit is a typical weekly purchase for most
households. Monthly, the CPI food basket
at the macro-level measures the change in
price for 1lb of apples, bananas, and pears.
All three items are available year-round.
However, at the micro-level, it is unlikely
I consume the same amount of each fruit
monthly. So, instead, I base my purchases
on seasonal availability and pricing. My
change in consumption habits is called the
substitution effect.
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At least in my micro basket of food, it seems
that my bill has spiked because of seasonality and the fact that I’m likely purchasing more, compared to pre-pandemic when
I would eat out more. As we move into
greater economic reopening, I am sure the
increased cost for my groceries and yours
will start to wane.

One flaw with CPI is that it doesn’t account
for substitution, which is why I argue, food,
although an essential part of our daily lives,
can be a poor approximation of actual inflation.
When I look back at my grocery bill, yes,
it’s been higher. But part of that is my
stubbornness to buy many of the same
goods each week. For instance, one week,
I bought asparagus for $6/lb. However, a
few months later, I paid $2.89/lb while in
season—a much more normal price. The
price spike was due to supply rather than
a new inflationary normal. The grocery did
what we expect in an open market, using
the basic principles of supply and demand.
In the off-season, a price-sensitive consumer, or someone less stubborn, won’t pay
$6/lb; instead, they will wait.
I don’t believe we are experiencing persistent inflation if we compare non-seasonal staples to what I experienced with asparagus. I’m paying almost the same for a loaf
of bread as I did in 2019.
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The Transportation Basket
Transportation has also been in the headlines as the June CPI release reported a
9.5% year-over-year price increase in April
and 7.6% in May for the price of cars. At
first glance, those numbers seem to support
runaway inflation. However, it’s necessary
to separate the forest from the trees. Yes,
year over year car prices are up dramatically. But, those statistics are the trees. Zooming out and looking at the forest, we see
contributing factors that explain the costs
as a supply issue rather than pure shock
inflation.

The supply issues and higher pricing of
new cars are primarily due to problems
with steel and semiconductors. Steel was in
short supply when mills shut down due to
the pandemic. However, as the global economy reopens, steel mills have lagged due to
the lead-time required to restart, resulting
in a global supply shortage. With the high
demand for steel and supply chain bottlenecks, prices have gone from their 2020
low of $3,300/Tonne USD to a high of
$5,620/Tonne USD in May 2021. In turn,
the high price of steel is trickling down to
consumers and causing spikes. Raw material pricing is what I believe is partially driving the jump in the price of vehicles.
Semiconductors have also become a significant bottleneck in the supply chain. As
more of our everyday goods rely on electronics, the global demand for semiconductors has skyrocketed, and suppliers
can’t keep pace. In response to shortages,
some of the largest car companies have
scaled down their production. Ford, for example, slashed production targets for 2021
from 1.4M to 700k cars. They also halted
production across eight different plants in
North America over June. Production cuts
further exacerbate the shortage of consumer-ready vehicles. With fewer new cars, the
demand for used cars has risen. Because,
unlike apples and bananas, cars don’t have
perfect substitutes.
As our founder, Ian, referenced in his January capital market expectations article,
used cars sell based on comparables. Cars
typically depreciate 20% within the first
year after purchase, then around 10% per
year after that.
1

For example, a new 2021 Subaru Forrester base model is currently $31,488 and
$42,5881 for one fully loaded. When I look
at autotrader.ca for a used one, 2018’s are
selling for $28-33k. These used models
have around 50,000 KMs and are trading
at approximately 85% of their original
value. Much higher than when I shopped
comparables last year. When I searched for
a vehicle in February 2020 to replace by
2010 Subaru, cars of similar age and mileage cost between $23-25k, or 65% of new,
before the supply shortage. So again, like
my asparagus, cars are being re-priced due
to the forces of supply and demand!
As consumers, what do food prices and vehicles have to do with you and CPI? Surprisingly little. With food prices, as supply
chains reopen, the substitution effects will
begin to take hold. As pears become better
priced, we might start to buy more and buy
fewer apples or bananas. Then with cars,
we are more likely to hold off on buying
a new one if we’re price sensitive. At the
micro-level, we adjust. I caution clients of
Qube not to be reactionary to headlines.
When building a portfolio, we expect there
to be ups and downs. Our approach is to
make a risk-adjusted portfolio that meets
your needs for the long term and is resilient to inflation.
Is There An Inflation Hedge?
Then let me address the secondary news
headlines of inflation articles. If what we
are experiencing isn’t transitionary inflation, are there any good ways to protect
our purchasing power?

Prices from Subaru City of Edmonton.
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At the macro-level, sovereign banks and
the government can help mitigate inflation.
Sovereign banks use monetary (money)
policy, and governments use fiscal (taxes &
incentives) policy. My focus will be the first
of the two types of policy.
Macro Ways To Address Inflation
When the world first shut down, the BoC
began using the fiscal stimulus of QE to
prop up the economy. The basic premise
is for the sovereign banks to increase the
money supply. The economic theory is that
the more money in the financial system,
the more lending there is, which will spur
an economy.
Japan first implemented QE in 2001 to
stimulate its economy. Although still a relatively new monetary tool, QE has been
working. After the 2008 financial crisis, the
US Federal Reserve used QE to restart the
American economy. In June 2020, our own
BoC Governor, Tim Macklem, implemented
a QE policy printing and buying $5 Billion
per week. More recently, in the June 2021
rate announcement, the BoC reinforced the
use of QE, with the target pace slowing to
$3 Billion per week.
The premise for QE to work is the culmination of both low rates and additional
available capital. Lower interest rates further support expansionary monetary policy causing the boom phase of economic
expansion to grow bigger. The BoC wants
to get our economy going again to the
pre-pandemic level. Right here, you may
be thinking back to the start of the article.
Didn’t lots of money in the economy lead to
the 1970s and 80s inflation?
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Yes, it did. Nevertheless, I believe we are
witnessing history rhyming rather than repeating.

We are witnessing
history rhyming rather
than repeating
Leading up to the covid pandemic, we were
already in a hot economy. The BoC had
been slowly raising rates to keep inflation
in check. When everything shut down, the
tools they had at their disposal were lower
rates and QE. As the global economy reopens, the additional money and low rates
are stoking the economy back up. We’re
still trying to rebuild the pre-pandemic fire
of economic output. Our economy is still
too fragile with much uncertainty. If we
reduce the access to cheap capital, it impedes the ability of businesses to recover.
The price spikes we see today are kindling
added to a growing flame. Catching quick,
then settling down. A transition to get the
economy going.
The balance of short-term inflationary
pressures versus economic collapse is one
that sovereign banks are delicately balancing. Rather than risk shutting off the QE
program and stagnating the reopening, the
BoC will gradually be ceasing the program.
If the long-term inflation stays around the
target of 1-3% annually, they have indicated, they are okay with short-term fluctuations. Which I believe we are in right now.
Over the next 6-months to 1-year, we will
likely see prices settle back down to their
proper equilibrium.

Micro Ways To Address Inflation
If there is some inflation, then as wealth managers, we must be cognizant of its impact and
make strategic investment decisions. So is there a good investment to hedge inflation? On
the CFA Institute learning portal, they include a lecture on inflation. Their speaker, Vincent Childers, defines the perfect inflation hedge asset as having three attributes: positive
correlation with inflation, not too volatile, and having a positive real expected return. The
punchline of his lecture? That perfect asset doesn’t exist! As investors, we can’t expect any
single asset class to hedge inflation. Instead, the prudent solution is diversification. Go
back to the basics of investing:
1.
2.

Time in the market matters more than timing the market.
Limit non-systematic risk through diversification.

We’re staunch proponents of time in the market and have previously spoken on the adverse impacts of market timing. So rather than rehash our views, I will focus my efforts on
the answer of diversification.
Table 1: Correlation of Inflation Adjusted Returns 1960-2020
Correlation to
CAD Inflation

Average
Real Return

std. dev
(Volatility)

-0.060

6.52%

15.54%

S&P 500 $CAD

0.008

8.08%

16.02%

Canadian Bonds

0.139

3.92%

7.10%

-0.147

5.17%

25.15%

TSX

Gold in $CAD

Table 1: Correlation of Inflation Adjusted Returns 1960-2020

Let’s review the benefits of diversification through gold, fixed income, and equities at a
high level. Over the past 60 years, as we see from Table 1, equities have had the highest
annualized real return, followed by gold and then bonds. If we invest to maximize returns,
then equity and gold stand out. However, based on Childers’s definition of an inflation
hedge, gold loses its lustre due to the negative correlation and high volatility.
If we want to have all trifecta of an inflation hedge in place, then from Table 1, holding a
balance of equities and bonds makes sense. For example, over the past 60 years, a 60% equity and 40% bond portfolio would have a 0.04 correlation to inflation and expected real
return of 5.95% and volatility of 12.30%. My only issue is that although the correlation is
positive, it is still low. It’s a trifecta, but I’m looking for something slightly better.
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There is the support of a higher positive correlation if we separate equities into value versus growth-oriented. Over the past 60 years, value equities have had a 0.07 correlation
to inflation - as measured by research from Authors Larry Swedreau and Andrew Berkin.
Their findings support the value effect during periods of above-average inflation.
They used the Fama-French 3-factor investment model to measure the value effect, which
compared the returns of a value portfolio to a growth portfolio over periods of above-average inflation. Their finding was that the value index returned 12.6% during high inflation while a growth index returned 4.8% annualized. These findings support a cash flow
valuation theory, which bases public equity valuation on a company’s future earnings or
cash flows, i.e. dividends.
If we enter a shock inflationary environment and interest rates are higher than average,
we increase the discount rate used when valuing a company. Since we don’t expect growth
stocks such as Shopify, Tesla, or Google to pay dividends for many years, they become
less enticing for investment at higher discount rates. On the other hand, value companies
such as Walmart, Saputo, or Disney, which pay dividends, stay more attractive at higher
discount rates because we discount cashflows less today rather than in the future.
So, if there is inflation, it appears that value equities are a better investment than growth.
However, don’t get too excited. Later in their analysis, Swedreau and Berkin do go on to
state that in periods of falling inflation, value underperforms compared to growth. Because discount rates are falling, growth equities become more attractive again. My takeaway from their research? Time in the market matters more than holding any single type
of equity or asset class. Stick with firm financial principles and take a long-term view of
investing.
Our research program is value-centric based on finding companies that we believe are
trading below intrinsic value. We buy companies that we think can provide long-term
capital appreciation to our clients and achieve above-market, risk-adjusted returns. When
thinking of inflation, don’t get caught up in the short-term changes. Instead, take a pause
and focus on the long-term and hold multiple asset classes. Doing so can chase the dark
cloud of inflation away.
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Introducing Qub[ED]
By Mark Pekar, MBA

MAKING CURIOSITY WORK FOR YOU

Curiosity is a complex feeling.
It’s that feeling of being left on a cliff-hanger at the end of a chapter or an episode of your
favourite TV show.
That feeling of anticipation, excitement, and unknowing that will encourage you to turn
to the next page or hit ‘Next Episode’ just to find out what happens. We often find ourselves trying to seek out more to fill this information gap, like an itch we can’t scratch.
Once we fill our curiosity, we are rewarded with a rush of feel-good endorphins and the
satisfaction that we learned something we didn’t know the day before.
Curiosity encourages us to learn more.
Whether that may be wanting to know how to become a better cook, a better boss, a better
athlete, or a better anything. We may be curious to know what our competitors are doing
or what our customers think. You may even be curious to know where this article is going.
But curiosity is the desire to discover.
At Qube, we are committed to staying curious, looking for more and more ways to make
wealth matter to you. Because of this curiosity, over the years teaching on financial matters has become part of the DNA of Qube. We have found it incredibly rewarding to teach
courses for accountants, speak at lectures and conferences, and host client seminars. But,
we have realized that there is a need for more easily accessible learning content.
To feed this curiosity and to answer the growing need for flexible, detailed, and relevant
financial information, we created our very own online learning platform that stems from
our own curiosity and planning discussions. We are proud to officially launch Qub[ED].
WHAT IS QUB[ED]?!?
The QubED (pronounced ‘cubed’) learning platform/library provides educational resources that are meant to compliment the active planning work provided by our Investment
Counsellors. We hope that this resource will give you more opportunities to satisfy your
curiosity. Whether it’s used to build up your investing acumen, or reference to give you
more confidence in your retirement plan – we’ll just be happy to know that it’s been a
valuable resource to you.
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It’s just a click away. New courses and updates to existing content
are being added continuously
QUBE
WEBINARS

In these hour-long webinars, Qube staff members present on a
variety of topics that explore topics such as retirement planning,
tax strategies and investing matters.
With a Q&A following every presentation, we encourage attendees to
ask questions to our presenters and expert panelists.
*We also plan on hosting these as in-person events once safe to do so.

QUBE
SHORTS

QUBE
PAGES

In 15 minutes or less, Qube Shorts focus on easily digestible and
relevant case examples. These can provide some insight into how we
identify and implement certain planning strategies.

Digging into the nitty gritty of financial planning concepts.
Do you just want to know the facts? The What, When, Where, Why,
and How?
In a few short pages, we’ll cover the key points of interest.

WHY QUB[ED]?!?
QubED is another way we Make It Matter.
Through better education and understanding, we can make a better decision for ourselves
and our families. Our job as wealth managers is not only to build your wealth but to build
your knowledge about your wealth.
If you want to check out our current course content, visit www.QubED.ca or the Learn
section on Qubeinvest.ca to read through our Whitepapers and Qube Pages.
If you want to know more about QubED, please don’t hesitate to reach out to Mark Pekar
at mark@qubeinvest.ca!
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What You See Is All There Is (WYSIATI)
By Sarah Anderson

The Concept of WYSIATI
Do you remember that time that you looked
for something for what felt like eternity,
only to then swallow your pride, ask for
help, and find out it’s been in front of you
and slightly to the left the entire time?
Now, there’s a possibility that it could have
been moved since the last time you found it
and your brain was adamant that you were
looking in the right place. It could have
also been the fact that you had never seen
it before and assumed it looked a lot different than it did. Both are completely understandable justifications; we are all human.
The analyses and limitations of human decision making is the life’s work of Daniel
Kahneman, who coined the term I used as
the title of this article ‘WYSIATI’. Kahneman
theorized that human decision making is
not entirely based on rational thought. I
know what you’re thinking, your heightened level of fight-or-flight response when
you’re watching your favorite team in an
over-time shootout does not exactly constitute ‘rationality’ as much as it would if
you were face to face with a bear. So, who
would ever assume we were completely
rational in the first place? Apparently, it’s
only in the last 30-years that we’ve truly
begun to pull the thread, unravelling the
assumption of rationality.

The Theory
What Kahneman theorized is a tiered structure of the decision-making process. System
1, specifically, is our automatic or ‘kneejerk’ reactions, and these are required for
us to live day-to-day and get anything done.
They help us make decisions efficiently
with the constant onslaught of information
we receive. System 1 thinking helps us decide what to order in a drive-through, the
route to take to work, or anything else akin
to a task that we do on a regular basis.
Essentially, System 1 helps us to create
mental shortcuts, or ‘rules of thumb’ for
our regular tasks that help us become extra
efficient at doing them. After a while, and
with increased familiarity, we don’t even
need to think when we are doing them.
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Even though System 1 helps with simple
day to day tasks, it becomes a threat when
someone’s day-to-day decisions require deliberate and justified reasoning. A simple
example from Dr. Kahneman’s book “Thinking Fast and Slow” will illustrate the point:

In other words, familiarity, experience, and
confidence are good, but too much of either
can prove to be counterproductive. After
all, I might rather my surgeon be shaking
in their boots a little (not hands of course)
over working on autopilot.

“A bat and a ball together cost $1.10. The
bat cost $1.00 more than the ball. How
much does the ball cost?” Many people respond by saying that the ball must cost 10
cents.

And that’s what is our concern at Qube
(please note that I am not purposely attempting to draw parallels between us and
surgeons, but we do have a fiduciary duty
to our clients to ensure unbiased and rational analysis). When we are working with a
client for so long, there is potential for us
to misperceive familiarity with confidence.
Our peer review process is rigorous, and
our level of expertise is high and constantly improving. However, we cannot claim to
be true academics without acknowledging
our shortfalls, one of them being the risk
of letting any of our professional decisions
fall into System 1. A way for us to mitigate
this risk is to promote a diversity of perspectives, which is hard to achieve when
conversations and relationships are siloed.

Fifty percent of the students who were
posed this simple question, students attending either Harvard or Yale got this wrong.
This is System 1 thinking at its finest and
most error prone. The answer by the way is
that the ball costs 5 cents and the bat costs
— at a dollar more — $1.05 for a grand
total of $1.10.

System 2 is “the mind’s slower, analytical
mode, where reason dominates”. Usually,
system 2 activity is activated when we do
something that is new and requires some
sort of conscious mental exertion.
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Qube’s Investment Counsellors
Quantitatively, Investment Counsellors are
responsible for auditing your financial position. We gather, pick apart and analyze
your data to find inefficiencies, opportunities, and threats. Qualitatively, we strive
to create a genuine relationship with you
to better understand what you care about
most, what your dreams are, and better
capture what your personal relationship
with risk is. Putting all of this together, we
can help provide you with a holistic view
of where you are now and where you are
going.

It is not ‘traditional’ to have advisors in the financial industry share clients for the sake of
being thorough. This is largely because many advisors work off commission, while others
see it as counterproductive to the time spent building relationships and getting to understand their clients. The former is not a concern for us (no commission employees here).
But the latter rings true. We truly value the relationships we have built. This is one of the
most rewarding parts of the job. And it is why we’ve been hesitant to implement what we
will refer to as IC rotation.
As the firm grows and establishes its scalable Investment Counsellor Program, we now
have the opportunity to continuously match the present needs of our clients with each of
our IC’s individual strengths and in so doing, accentuate System 2 thinking. Similar to a
family office that employs wealth advisors, accountants and lawyers, we can offer more
focused expertise, whether it be estate planning, financial goal setting, corporate planning, pension planning… the list goes on.
Rest assured, this will not be a rushed process, and will not be undertaken without your
input. It is an extension of our fiduciary duty as stewards and wealth managers. Our
confidence in our Investment Counsellor program stems from our confidence in our ICs
individually. I know I can speak for all of them when I say that we are excited for the opportunity to share new perspectives, but especially excited for the opportunity to get to
know all of the clients who have helped shaped Qube into what it is.

Target - Too Good To Be True?
By Nick Riemer

Did you ever get a chance to visit one of Target’s big-box retail locations
in Canada?
If not, don’t bother jumping in your car unless you want to cross the border—the company
closed all 124 of its Canadian locations in 2015 given their inability to generate a profit.
Fast forward to the present day, Target is now one of Kaleo’s newest holdings and we believe it is poised for above market returns. If this takes you by surprise, you’re not alone.
Let’s investigate the rationale behind this thesis.
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Gregg Steinhafel gets the Boot
After a miserable attempt to expand into
Canada, Gregg Steinhafel was forced to
step down as CEO in 2015. However, Target was still in dire need of a new leader
to restore financial growth, as the likes of
Amazon and Walmart continued to pressure the company’s market share. Enter retail veteran Brian Cornell who was up for
the challenge.
Brian Cornell to the Rescue
To say Brian Cornell understands retail is
an understatement. Since leaving his position as Vice President of Safeway in 2007,
Cornell has served as the CEO for a variety
of large-scale retailers including Sam’s club
and PepsiCo America Foods. Additionally,
he has served as a director on the boards
of multiple large retailers including The
Home Depot, and Yum! Brands.

This was great news for Target who appointed Cornell as CEO in 2015; however, the path to financial salvation was still
filled with obstacles and hazards —how
could Cornell reignite investor faith in the
company?
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Cornell’s Bet on Brick & Mortar
Since his appointment, Cornell has completely reimaged the big-box retailer. In
2017, Target redefined its growth strategy by focusing on accelerating new store
openings and renovating existing locations
within the United States. This was a bold
move as many traditional retailers were simultaneously closing brick & mortar locations given the continued proliferation of
e-commerce in the western world; however, to Cornell’s credit, this plan has reaped
great rewards for the company. For the period ending December 31, 2020, Target’s
revenues and earnings had grown 19.8% &
33.1% year-over-year respectively.
The idea behind management’s strategy is
to not only grow in-person foot traffic—but
more importantly—to use these new and
remodeled locations as multi-use, mini-fulfillment centers for Target’s ever-growing
e-commerce platform. This was a crucial
step in improving Target’s profitability, as
the convenience of online shopping for you
and me comes at a great expense for retailers like Target.
Think about the last time you purchased
something from Amazon. The company
had to sort through its million square foot
product warehouse, find your requested
item, pack the item, and ship it to you, all
while you went on with your day-to-day
life. Even if you pay a delivery fee, it usually isn’t enough to cover the expenses of the
shipper. A study by the Capgemini Institute
found that retailers charge their customers
“just 80%” of the cost of delivering goods
on average.

This is great news for the company’s profitability as Target’s chief operating officer—
John Mulligan—states this model costs Target “90% less” than shipping digital orders
from an actual warehouse, and “40% less”
than shipping from one of the retailer’s distribution centers.
Coupled with Target’s recent acquisition of
Shipt—a platform like Uber, but for shopping—the company’s e-commerce platform
can deliver your online orders within the
hour, and at a fraction of the cost.

This narrative is concerning for Target’s
profitability as sales generated through
its e-commerce platform are growing exponentially. Specifically, e-commerce sales
grew 143.6% from $6.9 billion in 2019 to
$16.7 billion in 2020. Management understands the threat this poses to the company’s overall profitability; this is where Target’s multi-use mini-fulfillment center idea
comes into play.
Target’s Trilogy
Where a legacy Target location only acted in 1 capacity (an in-person retail location), the company’s new stores will serve
3 functions. Each location will operate as
a warehouse, a distribution center, and a
traditional brick-and-mortar location. In
other words, Target stores will be able to
facilitate in-person and digital transactions
from the same location.

Target’s financials reveal this strategy is
paying off. While e-commerce sales grew
triple digits last year, the company was still
able to expand its operating margin from
6.0% in 2019 to 7.0% in 2020. In other
words, Target earned an extra cent in operating profits for every dollar of revenues it
generated – this is a material improvement
when we’re talking about the $93 billion
dollars in revenue that Target generated
during 2020.
While improving profitability is attractive,
it’s less exciting if competitors are eating
away at a company’s market share—profits
can only be generated if there are revenues
in the first place.
As e-commerce giant Amazon, and retailing leader Walmart continue to scale, what
gives our analysts confidence that Target
will be able to sustain or even grow its market share in the long-term?
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Alternatively, if you want a tennis courtsized area dedicated to 90 different dry cereals and pop tarts, Walmart’s your warehouse.

Target vs Walmart: Can there be 2?
In a nutshell, the two chains are roughly the
same. Both companies offer a wide range
of low-quality & high-quality merchandise,
each have an easy-to-use e-commerce platform as well as efficient delivery services,
and both retailers offer loyalty programs
with varying degrees of benefits.
Where the two companies differ is in their
target demographic: Target competes by
making younger and more affluent families feel like they’re in a boutique, versus
Walmart which focuses on moving as much
merchandise as possible to whoever is buying. According to a study done by PYMNTS.
com, 60% of Target customers make more
than $50,000 each year. By contrast, only
45% of Walmart’s customers earn that sum.
Moreover, roughly 62% of Target’s shoppers were between the age of 18 and 44,
versus the 58% of Walmart shoppers that
make up that same age group.
Target doesn’t attempt to sell everything on
the planet like Walmart, just the things that
families might need in a typical month,
with name brands they prefer to spend
the extra money on. For example, Target
frequently collaborates with high-profile
designers like Lily Pulitzer, and celebrities
such as HGTV star Joanna Gaines, to create
exclusive apparel and furniture lines.
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Target vs Amazon: The Case for
Brick & Mortar
While Target will never match the breadth
of merchandise offered by Amazon, our research team fails to see Amazon as an imminent threat to Target’s business. This is
because the customer experience curated
at a Target store is something that an online marketplace will never be able to replicate. Specifically, the tunes playing in the
store sound system, friendly salespeople,
the ability to grab a Starbucks beverage
while browsing new furniture and apparel
collections. This is where retail and consumer behavior professor David Loranger
says, “Target nails it”.
In addition, we believe that Target’s reinvestment into its brick & mortar stores
should help them compete against Amazon, by offering more diversified delivery
options such as within-the-hour or curbside
pickup.

The Bottom-Line
At Qube, we care about value. You and I will be much more willing to buy a beach side
estate in Maui for $100,000 versus its’ listed price of $1,000,000. Brian Cornell and his
team have turned Target from a 1-bedroom bungalow into a luxury estate; the company
is firing on all cylinders, but at what price do investors need to pay to get a piece of this
property?
At the time of writing, Target is trading at $229.37/share and our models compute Target’s intrinsic value at $312.89/share. In other words, the market has currently listed this
real estate for a 36.4% discount relative to the fair market value. But what’s the rationale
for this discount and what will close this gap in the future?
Our research team believes the market is failing to capture Target’s growth prospects—
investors are underestimating the company’s future earnings potential. It’s plausible, as
Target continues to optimize its supply chain, invest in new and existing stores, and bolster its product mix through additional brand collaborations, that the company will post
earnings growth that exceeds investors’ overly-pessimistic expectations—closing the gap
between intrinsic value and the current stock price.
It’s a rare occasion to find a high-quality business with sound growth prospects trading at
a major discount. It’s an occasion we plan to capitalize on.

Building Homes With Value
By Daniel Semenjuk

The American dream is premised on property ownership. The ideal of a perfect suburban home being ringed by rose bushes
and a white picket fence may be slightly
dated, but demand for single-family, suburban homes still runs strong. We believe
that the largest house builder in the United
States, DR Horton, is uniquely positioned
to continue building people the homes they
desire, and in so doing provide investors
with the returns they desire.

Who is DR Horton?
DR Horton is the largest homebuilder in the
US by volume of sales. In 2020, DR Horton
sold 65,388 homes and is expected to surpass this number in 2021. While DR Horton
has operations across more than half of the
US states, most of its operations are in the
Southeast, in states such as Texas, Florida,
Georgia, the Carolinas, Arizona, Louisiana,
and Alabama.
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DR Horton was founded in 1978 and has
operated through multiple boom and bust
cycles. Throughout the up and downs,
it has continued to build houses, and
provide shareholders with value. Most
recently, during the Covid-19 pandemic,
DR Horton has shown its ability to sustain
itself throughout financially difficult periods and continue to find value. 2020 ended
up being a banner year in terms of sales
for DR Horton, with 2021 expected to be
even better.
In their 2021 second quarter financial report, DR Horton posted sales that were 45%
higher compared to last year. Furthermore,
operating margins for 2021 currently stand
at about 17.9%, compared to 2020 operating margins of 13.4%. We have high expectations for the second half of 2021.
This leads to the reasonable question:
what’s driving this growth?

Not Enough Houses?
Over the last decade, demand for single
family homes has been consistently strong.
But has the market been building enough to
satisfy this demand? The data suggests not.
Chart 1 shows the growth of the American
population over the past 20 years, compared to yearly new house starts. Average
annual housing starts over the last 10 years
are 12% below 2000 numbers, despite the
US population having grown by 17% over
this period. Housing starts have seemingly
never recovered post 2008. In fact, it was
only in 2021 that we started seeing these
numbers get close to early 2000s numbers.
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Chart 1: US Population to New House Stats

The common reason cited for this sluggish
growth focuses on the factors at play in the
2000’s rather than today. It is easy to say
that housing starts were too high during
the mid 2000s due to unscrupulous lending practices.
Though there is some truth in this statement, it doesn’t tell the whole story. Loose
lending practices certainly may have contributed to accelerating supply, but housing starts in the 1990’s were STILL higher than what we see today. Chart 2 shows
that more houses were being built in the
1990s than were being built for most of the
last decade. This is all despite the fact that
the US population has grown by more than
80 million in the last 30-years.
According to a report published by the Mercatus Research Center, depressed supply
has more to do with poor zoning laws and
policies in certain regions of the US. These
zoning policies and heavy restrictions on
new homebuilding in many coastal urban
regions of the US have aided in the undersupply of homes.

Chart 2: Number of Houses Built

To highlight the phenomena of an undersupplied housing market, we must examine historical trends. Researchers at the Mercatus Center found that in the years leading up to
the 2006 housing market burst, many large urban centers began limiting the number of
new house permits being given out, effectively stifling growth in these productive urban
centers. These cities became known as Closed-Access Cities. These closed-access cities, often large destinations of migration due to higher and more lucrative employment opportunities, soon began experiencing shortages in homes. The outcome of this was increasing
home prices.
As a result of increasing house prices and rent, many lower-income families found it difficult and unsustainable to continue living in closed-access cities. The common response
was migration to cities with stringent housebuilding restrictions and larger supplies of
housing. These cities, often found in southern states, were termed Contagion Cities. But
even in many of these contagion cities, the demand for houses still outstripped the supply.
This is a condition that has continued up to today.
If demand remains robust, there aren’t enough single-family homes being built to satisfy
this demand both in restricted and unrestricted areas.
Do Americans still want Single-Family Suburban Homes?
Now that we have highlighted a few of the reasons we believe the supply of houses too
low, we must evaluate the demand side of the equation – specifically in terms of suburban
homes.
The phenomenon of suburbanization is a trend of people moving from
urban areas to the suburbs.
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2000

2012-16

87

98

13

Suburban 150

175

16

45

46

3

Urban

Rural

Change (%)

Table 2: Population (in millions)

According to a study done by Pew Research
(Chart 3), suburban areas have seen the
fastest population growth, compared to urban or rural areas in the US. Furthermore,
suburbs are predominantly a target destination for international and domestic migration flows.
So, if an increasing number of people are
choosing to live in suburbs rather than in
urban or rural areas, how does this look
when we focus on different age groups?

Chart 3: Suburb Populations
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Over the past few decades, this convention
has seemed to hold. However, we are beginning to see a demographic shift. Younger generations are choosing to move out
of their parents’ houses, choosing to start
families, and in many cases, are choosing
to do this all in suburbs. Table 3 shows the
percentage of both Millennials and GenZs that elect to buy homes in the suburbs.
This trend has only been accentuated by
the Covid-19 pandemic, with its corrolary
desire for more square footage and private
outdoor space.
2019

2020

Millenials

44%

48%

Gen-Z

41%

49%

Table 3: Percentage of Millenials & Gen-Zs
that Elect to Buy Homes in the Suburbs

So, living in the suburbs may have become “trendy,” and the two largest generations based
on population in the US are wanting to move in. This presents huge opportunities for DR
Horton.

1

Chart 4: Population Per Generation

But aren’t homes unaffordable?
We’ve all heard headlining news stories about the unaffordability of houses sprawling
across the US, threatening to dampen home sales. Once again, the issue is much more nuanced than such statements implies. There are a few points to consider, such as are houses
really unaffordable, and are they unaffordable across the entire US?
Chart 5 shows Percentage-of-Income for Mortgage (POIFM) metric across the US. The
POIFM metric shows the percentage of income a mortgage payment makes up for an average American living in a region.
1

https://www.statista.com/statistics/797321/us-population-by-generation/

| 23

In some portions of the US, elevated housing prices make mortgage payments unaffordable for the average American. This can be seen in parts of California, Oregon, New York,
Washington, Maine, among others. Texas, Florida, Georgia, North and South Carolina are
amongst the most affordable places to purchase a house.
Why are some places more affordable than others? Why is
purchasing a house in California
more expensive than in Texas or
Georgia?

Blue - Affordability
White - Average Affordability
Red - Unaffordable

We believe the answer is, at least
in part, due to the shortage in
housing discussed earlier.
Chart 5: Percentage-of-Income for Mortgage (POIFM)

According to housing start statistics published by the California Department of Housing
and Community Development, some experts have stated that number of houses being
built over the past decade in California is simply not enough to meet current demand.
Thus, because the supply of houses being built has not kept up with demand, prices in the
area have been increasing.
Additionally, as mentioned above, much of this undersupply of houses in California is
driven by state and local government restrictions and limits on the total level of housebuilding. The question then stands, are we going to see shifts in the population away from
areas with severe housing undersupply?

Chart 6: New Housing Permits Per Family Type
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So, are people moving from places with expensive housing to places with
cheaper housing?
As it turns out, yes, people seem to be moving from places with expensive housing to places with cheaper housing.
How does this benefit DR Horton? Well, it just so happens that DR Horton has its major
operations in states with more affordable housing, which are expected to increase considerably over the next decade.
10 Population Growth States
to 2030

DR Horton Major Operations

Chart 7: 10 Population Growth States to

Chart 8: DR Horton Major Operations

2030

DR Horton is uniquely positioned to take advantage of population shifts from places of
high unaffordability to places of higher affordability. Texas, Florida, Georgia, and the Carolinas have the potential to provide DR Horton with sustainable demand throughout the
next decade.
Our models suggest that DR Horton’s expected share price is about $114.00. Given that it
trades at a current price of around $90, this marks an upside of about 26.5%.
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Qube Insights: Kaleo Holdings
By Nathaniel McNalley

Kaleo A,
Full

Lamb Weston (LW): Lamb Weston was added to the Kaleo portfolios on Sept. 25,
2020, at a price of $64.71. Since then, the company has produced an impressive total
cumulative return on investment of approximately 30%, including dividends, on a
constant currency basis. And we still see reason for ongoing optimism.
Lamb Weston is one of the world’s leading suppliers of frozen potato and sweet potato
products to grocery stores and restaurants (for instance, Walmart and McDonald’s).
They operate in more than 100 countries, with their operations consist of farming
and food processing sites across North & South America, Europe, Australia, and Asia.
They have a limited product input list, but an expansive product line. In sorting
through their current product list, we found that they sell 81 different preparations
of “skin-on” potatoes – not to mention all the skinless and skin-off products lines.
Our initial thesis drew on our finding that the stock, which had historically been
quite stable, saw a considerable price drop in early 2020 due to a broadly pessimistic
outlook for restaurant industry prospects. Along with this, unlike many other cyclical
stocks which had rebounded from the Covid collapse by fall 2020, Lamb Weston was
still trading well below historical values in a range of $60 to $70. It was ripe for some
normalization.
Since our investment, we have seen meaningful developments in terms of vaccine rollouts across the United States and other developed nations. With the rising number of
immunizations, the number of active cases many countries are decreasing meaningfully, and governments are allowing restaurants to reopen. Since Lamb Weston is one
of the only potato-centric companies with sufficient scale to supply large restaurant
chains, we believe that they will see outsized benefits from the inevitable reopening
of these restaurants.
Following the COVID-19 pandemic recovery, we believe that the company will benefit
from moderate industry growth internationally and further expansion into the South
American and Australian markets. Even though the stock has provided solid returns
since it was added to the Kaleo portfolios, we still believe that the market will continue to undervalue the company until the pandemic is well behind us, and sustained
revenue growth is firmly established. Based on our free cash flow analysis, we calculated the company’s intrinsic value to be $96.37, which represents a potential 15%
upside to where it is currently trading.
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Qube Insights: Kaleo Holdings
By Wyatt Lynds

Kaleo A,
Full

Lear (LEA): We first purchased Lear in our Kaleo portfolios on June 21, 2017, at a
price of $137.72 USD. The total cumulative return has been approximately 28.4% in
CAD or 40.8% in USD, after dividends. Lear is a leading global supplier in the automotive industry, offering two main product segments: seating and electric systems
(E-Systems). Lear’s seating business extends into all aspects of the seat including assembly, structure, cover, electronics, and foam. In E-Systems, Lear’s portfolio ranges
from “low-tech” offerings (wire harnesses, terminals, and connectors), to relatively
“higher-tech” offerings like high power systems and connectivity capabilities. The
company’s five largest customers are Volkswagen, GM, Ford, Daimler, and Fiat Chrysler, and these customers are serviced through their manufacturing, engineering, and
administrative locations across 38 countries.
An attractive aspect of Lear is its ability to invest in projects that create positive
returns for shareholders. The industry average return on capital is low-mid single
digits, while Lear has consistently been able to achieve a double-digit return. This
is a testament to Lear’s management. Recently, management has pushed into higher
growth areas around the world to supplement lower growth in the United States. Today, Lear has revenue streams in Europe and Africa, Asia, and South America, which
account for 39%, 20%, and 4% of 2020 revenue, respectively.
As mentioned above, one of most intriguing parts of Lear’s business is its exposure
to faster growing markets (Africa, Asia, and South America). The low-cost environment of these countries is attractive in comparison to mature markets which have
less growth. Not only will these emerging markets boost revenue growth, but as Lear
continues to establish a presence in these geographies, there will be economies of
scale which is expected to increase profitability. Lear is in an optimal position to capture this overseas growth because 63% of sales are already outside North America.
We note as well that Lear’s international revenue stream offers an excellent hedge
against USD weakening.
Lastly, we find Lear’s economic moat to be quite attractive. Despite the lack of brand
name recognition for the consumer, there are still significant barriers to entry in their
industry. A typical OEM plant manufactures 500-1000 vehicles a day. If the plant
has a lead time of just 1 day for the seats, the amount of inventory space needed to
devote for the storage of these seats would be enormous; therefore, to succeed in
this industry, it requires vertical integration and a tight control on supply, distribution, and manufacturing. Oftentimes, the automotive seating suppliers would have
their manufacturing facilities located adjacent to the auto assembly plants to ensure
just-in-time delivery. Lear describes their capability as being able to supply the OEM
with their requested seat within 60 minutes of notification. Lear is currently trading
at $186.31. Our valuation on Lear indicates an intrinsic value of $257.9, offering an
upside potential of 38.4%.
| 27

Qube Insights: Equity Research Snapshots

Equity Research
Traffic Lights

Company

Sector

SNAP-ON INC

Industrials

COPART INC

Industrials

TRINET GROUP INC

Industrials

Robert Half International

Industrials

CH ROBINSON

Industrials

AZEK CO INC/THE

Industrials

OLD DOMINION FRT

Industrials

FLOWSERVE CORP

Industrials

MASTEC INC

Industrials

HONEYWELL INTL

Industrials
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Current Status

Qube Insights: Equity Research Snapshots
Balancing traditional research techniques with modern portfolio science allows our team to find
companies that demonstrate and maintain solid investing fundamentals. We look for less
volatile and proven earnings combined with long-standing stable dividend policies. Share prices
need to be justified on a combination of current earnings and reasonable earnings growth
possibilities. Quality financial statements, coherent management and an operational business
plan need to be in place before we rank a company “green.”

Company

Sector

AECOM

Industrials

TIMKEN CO

Industrials

GENERAL HOLDINGS

Industrials

REGAL BELOIT COR

Industrials

AMETEK INC

Industrials

ICAHN ENTERPRISE

Industrials

THOMSON REUTERS

Industrials

BUILDERS FIRSTSO

Industrials

Allison Transmission

Industrials

Oshkosh

Industrials

CINTAS CORP

Industrials

CANADIAN PACIFIC

Industrials

PENTAIR PLC

Industrials

XPO LOGISTICS IN

Industrials

Current Status
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Qube Insights: Equity Research Snapshots

Company

Sector

LANDSTAR SYSTEM

Industrials

A.O. Smith

Industrials

NORFOLK
SOUTHN CORP

Industrials

DEERE & CO

Industrials

Stanley Black & Decker

Industrials

WASTE MANAGEMENT INC

Industrials

LITHIA MOTORS-A

Consumer Discretionary

Insurance Auto Auctions

Consumer Discretionary

TARGET CORP

Consumer Discretionary

WHIRLPOOL CORP

Consumer Discretionary

FIVERR INTERNATI

Consumer Discretionary

DOLLARAMA INC

Consumer Discretionary

AMAZON.COM INC

Consumer Discretionary

CANADA GOOSE HOL

Consumer Discretionary

ARITZIA INC-SUB

Consumer Discretionary
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Current Status

Qube Insights: Equity Research Snapshots

Company

Sector

DECKERS OUTDOOR

Consumer Discretionary

DOMINO’S PIZZA

Consumer Discretionary

YETI HOLDINGS IN

Consumer Discretionary

MCDONALDS
CORP

Consumer Discretionary

POOL CORP

Consumer Discretionary

CHEGG INC

Consumer Discretionary

COLUMBIA SPORTSW

Consumer Discretionary

LULULEMON ATH

Consumer Discretionary

CHIPOTLE MEXICAN

Consumer Discretionary

RESTAURANT BRAND

Consumer Discretionary

LEAR CORP

Consumer Discretionary

ULTA BEAUTY INC

Consumer Discretionary

D.R. Horton

Consumer Discretionary

TYSON FOODS-A

Consumer Staples

GENERAL MILLS IN

Consumer Staples

LPL Financial Holding

Consumer Staples

Current Status
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Qube Insights: Equity Research Snapshots

Company

Sector

EMPIRE CO LTD A

Consumer Staples

DARLING INGREDIE

Consumer Staples

CLOROX CO

Consumer Staples

COCA-COLA CO/THE

Consumer Staples

Baxter International

Consumer Staples

PEPSICO INC

Consumer Staples

KELLOGG CO

Consumer Staples

COLGATE PALMOLIVE CO

Consumer Staples

CHURCH & DWIGHT
CO INC

Consumer Staples

LAMB WESTON HOLDINGS INC Consumer Staples
MONDELEZ INTL INC
CL-A

Consumer Staples

SAPUTO INC

Consumer Staples

WALMART INC

Consumer Staples

ALIMENT COUCHE-TARD-B SV

Consumer Staples

ADV MICRO DEVICE

Information Technology

32 | July 2021

Current Status

Qube Insights: Equity Research Snapshots

Company

Sector

KEYSIGHT TEC

Information Technology

PAYLOCITY HOLDIN

Information Technology

ENPHASE ENERGY

Information Technology

Taiwan Semi-Conductor
Manf.

Information Technology

QUALCOMM INC

Information Technology

NVIDIA CORP

Information Technology

Paychex

Information Technology

AUTOMATIC DATA

Information Technology

NATL INSTRUMENTS

Information Technology

INTEL CORP

Information Technology

SYNOPSYS INC

Information Technology

SERVICENOW INC

Information Technology

21VIANET-ADR

Information Technology

LUMENTUM HOL

Information Technology

DIGITAL TURBINE

Information Technology

CITRIX SYSTEMS

Information Technology

BLACK KNIGHT

Information Technology

AUTODESK INC

Information Technology

Current Status
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Qube Insights: Equity Research Snapshots

Company

Sector

ADOBE INC

Information Technology

ANSYS INC

Information Technology

Cognizant Tech

Information Technology

ACCENTURE PLC CL-A

Information Technology

FORTINET INC

Information Technology

LAM RESEARCH CORP

Information Technology

MICRON TECHNOLOGY INC Information Technology
MICROSOFT CORP

Information Technology

PAYPAL HOLDINGS INC

Information Technology

S&P GLOBAL INC

Information Technology

Northland Power

Utilities

AES CORP

Utilities

TRANSALTA RENEWA

Utilities

BROOKFIELD RENEW

Utilities

CAN UTILITIES-A

Utilities

MERCK & CO

Health Care

MOLINA HEALTHCAR

Health Care
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Current Status

Qube Insights: Equity Research Snapshots

Company

Sector

ELI LILLY & CO

Health Care

JAZZ PHARMACEUTI

Health Care

QUIDEL CORP

Health Care

MEDPACE HOLDINGS

Health Care

PFIZER INC

Health Care

HAEMONETICS CORP

Health Care

IONIS PHARMACEUT

Health Care

STERIS PLC

Health Care

TANDEM DIABETES

Health Care

ADAPTIVE BIOTECH

Health Care

ABBOTT LABS

Health Care

HOLOGIC INC

Health Care

MEDTRONIC PLC

Health Care

BECTON DICKINSON &CO

Health Care

HCA HEALTHCARE INC

Health Care

KEMPER CORP

Financials

NASDAQ INC

Financials

Current Status
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Qube Insights: Equity Research Snapshots

Company

Sector

MOODY’S CORP

Financials

BANK OF NOVA SCOTIA

Financials

PROGRESSIVE CORP OHIO

Financials

VEREIT INC-NEW

Real Estate

DOW INC

Materials

DUPONT DE NEMOUR

Materials

SHERWIN-WILLIAMS

Materials

SCOTTS MIRACLE

Materials

NUTRIEN LTD

Materials

Trex Company

Materials

Aptargroup

Materials

Amphenol

Materials

ROGERS COMMUNI-B

Communication Services

ELECTRONIC ARTS

Communication Services

ROKU INC

Communication Services

OMNICOM GROUP

Communication Services

NETFLIX INC

Communication Services
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Current Status

Qube Insights: Equity Research Snapshots

Company

Sector

SPOTIFY TECHNOLO

Communication Services

ACTIVISION BLIZZ

Communication Services

DISNEY WALT COMPANY

Communication Services

FACEBOOK INC CL-A

Communication Services

IAC/INTERACTIVECORPNEW

Communication Services

TELUS CORP

Communication Services

ANGI

Communication Services

Current Status
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DISCLAIMER: This is an internal report intended only for clients of Qube Investment
Management Inc. The ideas presented within it form part of an overall portfolio
management position and are not to be acted upon without coordination from your
advisor.
The content of this report is for general information purposes only and not intended to provide specific
personalized advice, including, without limitation, investment, financial, accounting or tax advice. Please
contact Qube Investment Management Inc. to discuss your particular circumstances.
Commissions, management fees and expenses may be associated with investment accounts. Please read
the simplified prospectus (if applicable), or investment management agreement before investing. Many
investments are not guaranteed and are not covered by the Canada Deposit Insurance Corporation or by
any other government issuer. There can be no assurances that an investment will be able to maintain its
net asset value or that the full amount of the investment will be returned to you. Values change
frequently and past performance may not be repeated.
Qube Investment Management Inc. is a registered portfolio management firm in the Provinces of Alberta
and British Columbia and was registered as a portfolio management firm on June 25, 2012. Any return
period cited before this date was prior to QIM being registered as a portfolio management firm.
Inception was Jan 1, 2011 and all returns are for a modeled portfolio initiated at $500,000. Your actual
returns may vary according to your individual portfolio. The modeled returns are calculated inclusive of
dividends, adjusted to the Canadian currency, and are determined via the IRR (Internal Rate of Return)
method. The gain/loss shown are simple (non-compounded) returns for periods up to one year. If the
time since inception date is more than one year, then the return shown is an annualized return. For
comparison purposes, the Kaleo model(s) are reported as gross returns before investment management
fees. Individual investor level returns will differ as the fees agreed to in your Investment Management
Agreement (IMA) are subtracted from the gross return.
At any one point in time, the composition of the Kaleo model may change. Currently, the focus for our
models (Kaleo A and Full) is to invest in a globally diversified portfolio of liquid stocks with a minimum
market capitalization of $1 billion. Our diversification strategy is to have similar industry weightings
between our Kaleo models A and Full, which in turn will have similar weightings to the S&P 500. Our
investment mandate is to not have any one industry sector or sub-group exceed 2.0 times the percentage
weighting assigned to that group by the MSCI Index unless the sector or sub-group composes less than
5% of the total index. Please refer to your Investment Policy Statement (IPS) for more details.
Index comparisons are based on the total return index provided by Standard & Poor’s for both the S&P/
TSX and the S&P 500. All index returns are inclusive of dividends, adjusted to the Canadian currency,
and, similar to the modeled portfolio, determined via the IRR method. Please note that, as total return
indices are not actual portfolios, these returns do not include the cost of management and/or trading
fees.
Past performance is not indicative of future results and there is no assurance that our model portfolio
will achieve its objectives or avoid significant losses.
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