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Vito Maida, founder of Patient Capital Management: ‘The real value [now] we think is in U.S. health care.’ fRep LuM/THE GLOBE AND MALL

Why this value investor is loading up on cash

-Vito Maida thinks equity valuations are dangerously high in Canada and could be in for a serious correction

SHIRLEY WON
INVESTMENT FUNDS REPORTER

The Canadian stock market is
more vulnerable to a major pull-
back than its U.S. counterpart,
warns one of Canada’s more suc-
cessful money managers of the
past decade.

“We think that valuations in
Canada, in particular, are at a
very dangerous level," said Vito
Maida, founder of Toronto-based
investment firm Patient Capital
Management Inc. “Equities in
Canada have, I think, gone to
levels that are not attractive to-
day, and could be in for a se-
rious correction.”

The probability of a market
downturn “in the next 12
months is high,” but the timing
is hard to predict, said the s1-
year-old investor. “These things
can go on for some time. ...We
t! the commodity boom has
gotten to excess. I would use the
word frothy.”

The market is “not [yet] at ex-
treme bubble peaks,” but it is
“absolutely possible™ to retest
the market lows of March, 2009,
said Mr. Maida, whose portfolio
managed to gain 4.5 per cent be-
fore fees in 2008, even as global
stock markets were crashing.
“We are probably close to or
slightly above the valuations
that existed in 2007 and 2008
before the crash.”

While he believes the U.S. mar-
ket, where he is now mostly in-
vested, is less worrisome than
Canada’s, he is cautious on
North American markets in gen-
eral. “If you look at the long-
term average dividend yield of
the S&P 500 Index, it is closer to
3.5 10 4 per cent,” he said. “To-
day, the yield is under 2 per
cent. That tells us that the aggre-
gate markets are overvalued by
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MAIDA’S STOCK PICKS
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a substantial degree.”

Mr. Maida, who oversees $125-
million in assets, has raised cash
levels to ss per cent in the port-
folio he runs for wealthy individ-
uals and foundations. A year
ago, he began managing the Ho-
rizons AlphaPro North Ameri-
can Value ETF, where he has
boosted cash to 25 per cent, the
maximum allowed by the fund’s
prospectus.

While his approach lags in ris-

‘ing markets, it outpaced North

American indexes from incep-
tion in March, 2000, to the end
of 2010. During that period, his
portfolio posted an annualized
8.3-per-cent return before fees,
compared with 5.6 per cent for
the S&P/TSX Total Return index
and a 3.2-per-cent loss for the
S&P soo Total Return index in
Canadian dollars. After fees of
1.7 per cent for most accounts,

his return averaged 6.6 per cent
annually.

“He is trying to preserve cap-
ital, while still trying to deliver
attractive returns,” said Dan
Hallett at HighView Financial
Group. “There are few who have
been as successful as he in that
context. ... While it may rub
people the wrong way to hold
cash in a rising market, at least
now you could look back over
the last 10 years and see that it
has served his investors well.”

Mr. Maida describes himself a
deep-value investor who looks
for stocks trading substantially
below their intrinsic value. He
became concerned about risk
after witnessing the October,
1987, market crash when he was
a junior small-cap analyst with
pension fund manager OMERS
just after he earned his MBA. He
saw poorly managed and fi-

| nanced companies lose 9o per

| cent of their value.

| “It really made the value phi-
losophy and the whole notion of
never losing money and paying
attention to risk embedded in

| my investment philosophy,” he

| said. His cash levels averaged a

| lofty 8o per cent from 2000 to

| 2008, but he pared them down

| to about 30 per cent in 2009

| when he went bargain hunting
amid the market carnage.

Since starting Patient Capital
in March, 2000, he has owned
only about 30 stocks. “The only

| one that is not working out for
us is Nokia," said Mr. Maida, re-
ferring to the world’s largest
cellphone company, which has
been losing market share to ri-
vals. But he is still hanging onto
its stock, saving he believes that
Nokia's recent alliance with Mi-
crosoft Corp. in the smart phone

market will help engineer a
turnaround.

Mr. Maida's current bearish
view on commoditics contrasts
with his call in the late 1990s
when he was a manager at Tri-
mark Financial Corp. Ilis Cana-
dian stock funds were 25- to
30-per-cent invested in resource
stocks. And he owned gold bul-
lion purchased at $225 to $250
(U.S.) an ounce.

His funds lagged because of his
carly call on resources and he
was fired. But he was vindicated
as resource stocks and gold bul-
lion turned into big winners
over the past decade. He admits,
though, that he never envi-
sioned gold surging above $1,400
an ounce, and would not buy
the metal now. “We think gold is
overvalued and frothy,” he said.

Mr. Maida, who runs concen:
trated portfolios of under 20
companies compared with the
40 to 60 holdings that are comy,
mon in most mutual funds, said
his investment process is the
same as it was in the 1990s,
when it led him to the resource
sector.

“The real value [now] we
think is in U.S, health care” be-
cause stocks of companies in
that sector have been punished
over the past couple of years be-
cause of uncertainty about
health care reform, and govern:
ment regulation, he said. He
owns such names as Pfizer Inc.,
Johnson & Johnson and Stryker;
a medical technology company,

“We purchased them when |
prices got driven down, but the
businesses - and that is the key.
part - didn't get affected as bad-
Iy as people thought. So margins
stayed where they were. Growth
is intact. Regulation hasn't been
as onerous as people had antici
pated”



