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The trend remained your friend in November 2013, as long as you had chosen the right trend this past May. Specifically, 
sell bonds and non-growth defensive bond proxies while remaining short basic material stocks. It seems all other stocks 
have continued to melt higher, especially since the late October FOMC decision to back away from tapering. For the 
month, all North American equity indices moved higher including a 0.45% total return for the TSX.  
 

Total Return in local currency 
November 2013 2013 YTD 

S&P 500  3.05% 29.11 

TSX Total Return 0.45% 10.78% 

   FF LONG SHORT LP CL F LEAD SERIES 2.53% 49.06% 

FF MULTI STRATEGY LP CL F LEAD SERIES 1.60% 38.03% 
Note: Returns for the Forge First funds are based on the Aug 2012 CLASS F Lead Series and net of all fees. In a year, up to 12 series can be created within a  
Class of units. Accordingly, no two series will have the same net return. Unitholders are advised to refer to their monthly statement for the net return of  
their respective Class and Series. 
 

The funds at Forge First also had a good November, the 13th consecutive month of gains.  

 

The Forge First Multi Strategy LP (“FFMSLP”) generated a net return of 1.60% for the month for the Class F Lead Series. 

As shown in the above table, year to date, this fund has gained 38.03% net of fees. Since the August 2012 inception of 

the funds investors have captured a net cumulative gain of 48.72%. Equally important to the bottom line number is how 

the fund makes money and the degree of risk assumed to generate that gain. 

 

The return of a security can be split into three categories: alpha, beta and income. Alpha is the movement in the price of a 

security that is attributable to changes in company specific factors; a company changing for the better or for the worse. In 

contrast, movement in share price from beta is merely the stock moving in the same direction as the broader market or 

the commodity that company takes to market. Hedge funds should have the twin goal of preserving capital when markets 

fall and generating returns from good stock selection, as opposed to just 'being long the market'. Funds that deliver on 

these goals will generate the majority of their returns from alpha as opposed to beta, have low market correlation, and a 

Sharpe ratio greater than 1.0. 

 

YTD Net Return Alpha Sharpe Ratio Correlation to the TSX Standard Deviation 

38.03% 32% 4.51 7.98% 7.70% 

 

 

The table above shows the FFMSLP fits this bill very well. Alpha has constituted the majority of our returns, the funds' 

correlation to the market is only 7.98% and the Sharpe ratio, a measure of risk adjusted return is 4.51. A key reason why 

this fund has been able to deliver on both the risk metrics and return side of the ledger is that FFMSLP has consistently 

run with a gross short book of at least 50%, a feature that serves to cut correlation and hedge out beta. In addition, the 

absence of large sector or single stock percentage weights reduces the volatility of the portfolio. 

 

For the month, our long book generated 219 bps of profit for FFMSLP while our short book cost the fund 22 bps. 

Industrials (102 bps), Consumer Staples (79 bps) and Materials (58 bps) were the largest winning sectors. On the losing 

side, Technology (79 bps) and ETFs (39 bps) were the largest losing sectors during November.  At month end November 

2013, the funds' gross exposure was 126% while its net long position sat at 22%. 
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Our other fund, the Forge First Long Short LP (“FFLSLP”) also had a strong November 2013. Its’ 2.53% (Class F Lead 

Series) net gain for the month increased the year to date advance to 49.06%, well ahead of North American indices. Since 

our August 2012 inception, the FFLSLP has delivered investors a net profit of 62.35%. Given the net long mandate of this 

fund, it naturally exhibits more correlation to markets and a little more volatility than our Multi-Strategy LP. However, with 

standard deviation, the statistic used to measure volatility, comfortably below the TSX, and a Sharpe ratio of 4.82, the risk 

reward ratio for this fund has to date, been skewed in favour of investors. 

 

YTD Net Return Alpha Sharpe Ratio Correlation to the TSX Standard Deviation 

49.06% 37% 4.82 29.38% 9.08% 

 

During November, our long book chipped in 332 bps of profits to FFLSLP while the short book cost us 48 bps. The biggest 

winning sectors included Industrials (144 bps), Consumer Staples (107 bps) and Consumer Cyclical (88 bps). Losing 

sectors included Technology (119 bps), ETFs (42 bps) and Communications (25 bps).  At month end the gross and net 

exposure of this fund were 152% and 50% respectively. 

 

Looking towards the final couple of weeks of 2013, markets clearly want to accrete higher, although a few speed bumps 

could present themselves along the way. First, a budget agreement in the US needs to get done. As part of the deal to 

end the partial shutdown of the US government earlier this fall, an agreement was reached that necessitates a budget 

agreement by December 13, 2013. My suspicion is that the price of the market discounts a band aid solution getting 

completed and that the real battle will pick up again in the New Year. Also, after this commentary will have been sent, the 

Volcker Rule will have been voted upon and it sounds like its contents may imply rules that serve to further cut liquidity 

when turbulence ultimately hits the markets; though at this point markets likely won’t care. The last most likely potential 

bump for a smooth exit to 2013 is asset reallocation by large institutional investors. Year to date, stocks have so materially 

outperformed other asset classes, it's possible that the big pension funds may cut weights in stocks as we move towards 

year end to ensure their allocations are within acceptable goal posts. 

 

My January 2014 commentary, covering our December 2013 performance results, will include a detailed outlook on 

economies and markets for next year. 

 

The team at Forge First appreciates your support and interest. Please accept our good wishes for a safe and happy 

holiday season. 

 

As always, should you have any questions or comments, please contact me at 416-687-6771 or 
amccreath@forgefirst.com.  
 
Follow me on TWITTER @CEDARBUSH  

                                                                                                                                         
 

Thanks very much, 

 

 

IMPORTANT:  The information provided in this data sheet is for information purposes only and does not constitute an offering memorandum. All material has been obtained from sources 

believed to be reliable, but its accuracy is not guaranteed. The 2013 results are unaudited and are based on our best estimates at the time of this report. Performance data is historical, and is 

not indicative of future performance. The Forge First Funds are currently open to Canadian investors who meet certain eligibility requirements. Please contact Forge First Asset Management 

Inc. to request the offering documents. 
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