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Alternative Asset Trust First Quarter Report: June 30th, 2019 

 

The MacNicol Alternative Asset Trust is a multi-strategy, alternative investment platform 

designed to generate positive and uncorrelated returns against the public stock and bond 

markets. The Trust, through its underlying limited partnerships, is invested in private real 

estate and mortgages, private equity and multi-strategy hedge funds. Combined, the 

Alternative Trust is invested in more than 150 separate real estate projects, mortgages, 

hedge funds and private securities. The advantages of combining different alternative asset 

classes and high yield investments into one solution include superior diversification, 

enhanced liquidity, and a more predictable pattern of returns when compared against the 

performance of the individual asset classes on a stand-alone basis. 

 

Chart 1 – Investment Structure MacNicol Alternative Trust 

 
 

Alternative Trust Review: The goals of the alternative trust are to generate positive “real” 

returns (after-taxes and inflation) each year, and to generate annualized nominal returns of 

6%-8% over rolling five-year periods. We are pleased to report that as at June 30th, 2019 

the trust met its primary goal by generating a 5-year return of 8.6% net of fees and 

expenses. We are now delighted to summarize financial market conditions generally before 

returning to a detailed discussion on the trust itself. 

 

The first quarter of 2019 was defined by strength as markets around the world moved 

higher on expectations of continued economic development and corporate profit growth. 

Many investors viewed the first quarter as confirmation that investing is simple, 

straightforward and – troublingly – easy. In comparison to the first quarter the second 

quarter was highlighted by a pause in ebullience with investors becoming more keenly 

concerned about the growing dislocation between valuations and underlying economic 

reality.  
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May’s sharp correction was an unfortunate, but necessary, reminder that all investments 

should be thoroughly researched as oppose to being made in great hast. With a growing 

chorus of global central bankers changing their respective views on monetary policy in a 

move we termed the “great pivot” that confounded investors and added to the Maylaise. 

The prevailing notion that the world economy was growing in a manner consistent with the 

sustained convergence of inflation expectations and the idea that monetary policy was 

independent of political influence were not fanciful beliefs. Many experienced economists 

and seasoned money managers we spoke with legitimately believed that all was well in the 

world. Of course, lower bond yields, erratic commodity price movements and a resurgence 

in the price of Gold during the 2nd quarter led the MacNicol Investment team to conclude 

that global trade tensions, a sharply weaker Europe and elevated geopolitical tensions were 

beginning to exact a more quantifiable toll on the economy as a whole, and our decision to 

emphasize caution and the inclusion of alternative investments in client portfolios 

ultimately proved to be correct though not always popular.  

 

In Chart 2 below we update investors on the Trust’s Asset Mix as the second quarter of 

2019 concluded and shortly begin our discussion of the Trust’s individual constituents. 

 

Chart 2 – MacNicol Alternative Asset Trust Asset Mix June 30th, 2019 
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But before doing so we wish to thank you for your ongoing trust and recent new referrals. 

We are always delighted by the opportunity to earn the trust of new clients who value what 

we at MacNicol & Associates Asset Management represent. As the second half of 2019 

begins, we feel more strongly than ever about the Trust’s ability to safely add value to 

client portfolios without ever getting in the way of the other carefully selected investments 

selected by our passionate and dedicated team.    

 

Alternative Asset Trust Second Quarter 2019 Highlights   

 

During the 2nd quarter of 2019 the Trust rose by 2.6% after all fees and expenses. The 

Trust’s performance was strongest in April and May when conventional equity markets 

began to sell off as investors searched for alternatives. Overall, the Trust’s asset mix was 

largely unchanged from the previous quarter with conservatively levered and privately held 

North American real estate representing most of the allocation. 

 

North American Private Equity Real Estate: 360 Degree Realty Income Fund  

 

The Alternative Asset Trust invests in North American real estate through the MacNicol 

360 Degree Realty Income Fund. The 360 fund focuses on value-added projects in the 

United States and Canada, but also invests in financing vehicles such as residential and 

commercial mortgages underwritten by carefully selected sponsor firms. All sponsors are 

chosen for their high degree of local experience in deal sourcing, financing, development 

and management. Chart 3 highlights the regions our various real estate partnerships are 

located as at June 30th, 2019.  

 

Chart 3 – 360 Degree Realty Income Fund Geographic breakdown June 30th, 2019 
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360 Fund Second Quarter Highlights: During the second quarter of 2019, the fund was 

higher by 3.4% in local currency terms. The quarter was dominated by healthy activity in 

our large southeastern US growth market investments. Several recent capital events 

triggered distributions and positive valuation revisions for the fund and a summary of some 

of the more notable transactions is discussed below.  

 

First, our partnership in the North Miami Beach development known as The Harbor a large 

twin tower condominium project continued to experience an influx of new tenants pushing 

pricing to the $530 per square foot level.  

 

           
 

[The Harbor is located at 16385 Biscayne Blvd. North Miami Beach, FL and is led by Key International Group and 13th Floor 

Investments] 

 

Second, a partial sale and recapitalization of our partnership in the Arbor Parc project to 

Lennar Homes (LEN:NYSE) produced a large distribution in the single-family home 

space.  

 

      
 

[The Arbor Parc development located in Riviera Beach, FL and features handsome single-family homes with hurricane 

strength windows and doors. The MacNicol Investment Team conducted an onsite visit of the project in 2017 and we are 

pleased with the new relationship with Lennar Homes] 

 

Third, continued closings at our partnership in the Hidden Trails project moved occupancy 

towards the 90% level. 
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[Hidden Trails is located in Tamarac, FL and features more moderately sized single-family homes. The MacNicol Investment 

Team also conducted an onsite visit of this project as part of our 2017 due diligence trip] 

 

Finally, the sale of our partnership in the Highland Medical Office Building added to the 

fund’s 2nd quarter distributions. 

 

 
 

[The Highland Medical Office Building located in Miami Beach, FL is another joint venture between Key International and 

13th Floor Investments] 

 

Commercial Real Estate: While central banks pivoted in early 2019 with an estimated 4 

interest rate hikes being cut down to zero and the bond market anticipating a rate cut in the 

future, many in the commercial space are concerned about a crash. There may certainly be 

a pause or potentially even a recession but a crash in commercial real estate seems unlikely. 

Equity disruptions coupled with return compression build out more in the way of our base-

case scenario. Previous commercial real estate crashes were led by deregulation and the 

global financial crisis. In the 1980’s, driven by President Ronald Regan’s deregulation of 

the Savings and Loans industry, institutions looking for higher yield began underwriting 

commercial real estate construction loans which relied on false appraisals of value 

contracted by the borrower. During the global financial crisis, driven by securitizations of 

poor-quality leveraged loans (in most cases approved by ratings agencies) investors learned 

the horrors of the true credit worthiness of the underlying holdings too late. Our research 

suggests that today’s Trust lenders are strong and healthier principally due to more 

diligence regulation. Actions by the US Federal Reserve over the past decade have 

functioned to make many commercial real estate investors accept lower rates of return.  
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Cap rates in the 8-9% range were compressed to the 5-6% range and equity investments 

have been structured-to-perfection. Future cap rates, the largest variable to underwriting 

investments, are tenuous with 50 basis point (0.5%) movements in cap rates being the 

difference between losing money and earning double digit returns. Labor and material costs 

are highly unpredictable and will affect equity returns yet Net Operating Income (NOI) 

continues to grow albeit at a slower rate. Our partnerships in the commercial space typically 

strive for a 7% exit cap rate with investment principally protected at 8% with preferred 

equity amortization. Preferred equity is the optimal position in a commercial real estate 

capital stack and class “b” multifamily, industrial and office product types in mid markets 

achieve a more income-oriented objective for investors seeking a better risk-adjusted 

return. Given the current market environment, boring and predictable are desired in the 

land of commercial real estate.  

 

Multi-family Residential: Despite being in the later innings of the current cycle multifamily 

residential real estate has performed extremely well and continues to play a core role in the 

fund. The chief reasons for success in multifamily are inelastic rent growth and occupancy 

driven by strong rental demand. Since 2011 an average of 1.1 million households have 

formed in the United States each year and growth in the number of prime aged renters is 

even more impressive. The MacNicol Investment Team views growth in core rental 

demographics as a key strategic driver in our selection process for multifamily residential 

partnership opportunities. Looking ahead, we are encouraged by the number of American 

adults entering their mid-20’s. With strong job growth though significant student debt loads 

and the need for more flexible living, the appeal of rental housing solutions to young 

professionals could not be more apparent. At the top end of the demographic spectrum are 

older Americans and retirees choosing rentals that offer the services they desire. Renters 

by necessity and renters by choice along with the ample supply of institutional capital 

helping to offset any elevation in cap rates confirm in our minds that multifamily residential 

real estate is an excellent product type for the fund to own today and in the future.  

 

                
 

[The Fund recently exited the WestPark Village project located in Tampa, FL. WestPark Village (pictured above) generated a 

multiple of 1.9x with a fund level IRR of 14.7%. Although trade rhetoric and geopolitical risk will likely be with us for some 

time people still need a place to live]  
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While exits and strong rental growth are important components of an overall multifamily 

residential portfolio one area we have not been talking about as much in recent reports is 

refinancing. As property tenanting ramps up the opportunity for refinancing becomes 

clear. Refinancing affords investors the chance to: a) secure a lower rate of interest on 

debt, b) shorten the term of existing mortgages, c) convert floating-rate mortgages into 

fixed-rate mortgages and d) pull money out of a project through equity monetization.  

 

As with other real estate transactions, successful refinancing involves selecting assets that 

tenant quickly and which have the underlying demand necessary to drive rent growth a 

pace well beyond that of core inflation. 

 

           
 

 
 
[The Vinnings apartment complex in Atlanta, GA is a classic multifamily residential refinancing and one the fund participated 

in through our partnership with the Carroll Organization. The 7.8% equity extraction was distributed back to the fund and 

followed a successful refinancing early in the quarter.]  

 

Industrial: The digital age of e-commerce is no longer the exception to the rule, it is the 

rule. Digital is real, dominant and quite frankly just getting started. Our research has found 

that industrial and logistics terminals offer attractive opportunities for investors. We 

reported in a previous edition of this quarterly commentary that large, sophisticated 

investors are beginning to acquire the assets as companies like Amazon and Walmart 

continue to force the evolution of industrial moving forward. West coast industrial assets 

performed the best (3.46%) during the second quarter of 2019 according to the NCREIF 

Property Index and the fund was a participant in this growth. During the quarter the fund 

received distributions from the partial exit of the Jurupa Valley, CA based flex-industrial 

complex.  
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The Jurupa complex is more formally three (3) contiguous, fully entitled land parcels 

comprising 17 acres. In total, 11 small bay industrial buildings (small in industrial terms 

being approximately 50,000 square feet) were developed over two phases. The phase 1 

build out consists of five buildings while phase 2 is projected to be comprised of 6 buildings 

at the conclusion of the final phase 1 asset being sold or fully lease.  

 

 
 

[The Jurupa project in California is a 2-phase industrial complex. Phase 2 is contingent upon phase 1’s completion and 

comprises a lesser 36% of the projects overall square footage. As structured, Jurupa offers the upside “bonus” potential of 

phase 2 with the downside risk protection of 1st evaluating the performance of phase 1.] 

 

Office: In our last edition of the quarterly update for the fund we noted that flexible floor 

plates and a limited number of interior columns will define the office product type. With 

economic activity driven by technology and an increasingly mobile labor force and 

corporate managers increasingly focused on reigning in costs city dynamics are what will 

help our team deploy capital to office investments in the future. Helping us understand city 

dynamics today is Jones, Lang & LaSalle Inc. (JLL).  
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JLL is a commercial real estate services firm and the 2nd largest company of its kind. JLL 

releases a study each year that classifies each of the world’s 85 major cities. The JLL study 

helps us gain a deeper understanding of whether a city is an innovator in technology, a 

national growth engine or in many cases a hybrid of multiple classes.  

 

 
 

[JLLs city classification analysis helps investors understand a city’s key industries, local economic and cultural institutions. 

From that analysis arises the core activities and investments a city must take in order to be globally competitive. How the JLL 

analysis aids in deploying capital to office projects is that it enhances our understanding that office is evolving at a regional 

level. Our fund is heavily focused on influencers, national growth engines and those cities that are both established and 

contending world cities.]  

 

Chart 4 – MacNicol 360 Degree Fund Product mix: June 30th, 2019 
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Retail. The widespread appeal of online retailing and decline of traditional department 

stores have altered consumer shopping patterns (possibly permanently) and upended 

traditional retail business models. The resultant turmoil has led to many store closures and 

retailer bankruptcies. Under these pressures, retail property markets today are bifurcating 

into haves and have-nots to a degree not seen in other product types.  

 

The haves feature smartly positioned and well-designed assets with national tenant rosters 

whereas the have-nots such as those in tertiary submarkets face a bleak retail future and 

may be better suited for redevelopment and conversion to other land uses (for example 

industrial assets which typically need 50 to 100 thousand square feet).  

 

In our case, the fund owns a plaza in Jacksonville Florida located on Blanding Blvd known 

as Crossroads Square. As inflationary pressures overwhelmed retailers in cities like 

Miami, Ft. Lauderdale and Boca Raton, businesses began relocating Jacksonville where 

pricing was not yet at the levels found in more expensive parts of the state.  

 

           
 
[Crossroads Square Shopping Center is a 174,153 square foot community shopping center anchored by Floor & Décor, Office 

Depot, and Harbor Freight Tools. The shopping center is located at 8102 Blanding Boulevard in Jacksonville, Florida within 

the Orange Park retail submarket. Originally developed in 1985, Crossroads Square is situated on a strategic 18.84 site 

offering a Regional Mall and I-295 beltway setting at the gateway to one of Jacksonville’s largest suburban communities] 

 

While the MacNicol Investment Team is mindful that market turmoil often creates 

opportunities, we will continue to consider retail-property investments in 2019 more 

cautiously and look to avoid “have-not” assets and struggling retail concepts.  

 

In acquiring existing properties or investing in ground-up development/adaptive re-use 

projects, our focus will remain on pedestrian-friendly and easily accessible locations in 

high-density urban and outer-urban submarkets populated by highly educated residents 

with high disposable incomes.  
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Private Equity and Technological Innovation: Emergence Private Equity Fund 

 

Private equity is an asset class consisting of equity securities and debt in operating 

companies that are not publicly traded on a stock exchange. During the second quarter of 

2019, the Emergence Fund was higher by 6.1% and Chart 5 below describes the fund’s 

industry mix as of June 30th, 2019.  

 

Chart 5 – MacNicol Emergence Fund Industry Mix, June 30th, 2019 

 

 
 

Private Equity Portfolio Update: 

 

Growth capital lending continued its highly productive “harvesting” phase in the quarter 

with our partnership in Multiplier Capital distributing invested capital back to the fund. 

The weighted average interest rate on loans in growth capital lending stood at 12% and is 

calcuated before consideration of penalties due to breaches in loan covenants (which 

raises yield) and repayments (which lowers yield). Compared to earlier quarters penalities 

and service fees were higher than repayments of debt but on balance in line with 

Multiplier’s expectations for the quarter.  

 

In our large data analytics and artificial intelligence programs we are pleased to report a 

sizable distribution for Signpost a company the fund owns through a partnership with 

Georgian Capital.  
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Signpost completed a financing transaction with Highbar Capital that provided $15 

million of secondary capital along with $10 million worth of a primary investment in the 

company. While we do not report on the fund level metrics for this financing because the 

distribution is subject to recall, we can say that Signpost (alone) returned over 30% of the 

fund’s invested capital and is one of several portfolio companies held. We are extremely 

pleased that our thesis concerning companies that use technology to enable other firms 

find and keep clients is working out very well in H1, 2019.  

 

 
 

[Signpost’s technologically sophisticated CRM solutions help business from several industries find and keep more business. To 

date, 20,000 business have either improved their reviews or won new business using Signpost’s solutions.]  

 

While the Emergence Fund is steeped in technology, one area we do not talk about as 

often is our agricultural investments. Agricultural investments are a smaller portion of the 

fund’s assets but sometimes one that can punch above its weight.   
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[Qu’appelle Beef is a name you may not know. The company’s ranch is located in Wolseley, Saskatchewan. But you don’t have 

to drive to Wolseley to experience the difference beef raised on lush pastures and nutricious legumes will make to your taste 

buds. Qu’appelle recently secured sales relationships with your local Longos, Metro and Costco. The MacNicol Investment 

Team have sampled Qu’appelle beef before, for investment purposes of course, and we can honestly say that it is absolutely 

delicious.]   

 

Qu’appelle founder and CEO Jason Aitken has been a treat to work with over the years 

and we are pleased that his efforts, as well as, those of his excellent team are starting to 

pay off. Recently, Qu’appelle informed us of record high sales and a highly improving 

outlook for our partnership interest in the company. Though shelf-time with Longos, 

Metro and Costco are of course a great start the company recently informed us of their 

new sales relationship with a large national burger chain. Though new sales relationship 

is still in its infancy it represents a truly transformative event for this Saskatchewan-based 

organic protein producer. Qu’appelle is also energized by positive developments with 

Meyer Natural Foods as a current and tangible prospective relationships in which the 

pieces of the puzzle are beginning to fall. With macro events like Swine Fever, billion 

dollar transactions such as the purchase of HyLife Foods and an impressive current and 

growing list of clients we believe Qu’appelle Beef has the potential to be one of the 

Emergence Fund’s brightest and certainly most delicious investments by 2020 and that’s 

no bull.  We are extremely pleased with Qu’appelle’s road to EBITDA growth and 

profitability. 

 

Hedge Funds: MacNicol Absolute Return Fund 

  

The objective of the MacNicol Absolute Return Fund is to generate positive returns under 

most market and economic conditions, and to have little or no correlation to the US and 

Canadian stock markets. During the second quarter of 2019, the Absolute Return fund was 

off slight (1%) due primarily to Canadian dollar strength relative to the funds primarily US 

dollar denominated holdings. The MacNicol Investment Team does not expect the 

Canadian dollar to rise materially higher than $0.75 US and any such movement (such as 

experienced in June 2019) would be temporary in our view. Chart 6 on the following page 

describes the funds strategy mix as at the end of the second quarter of 2019.  
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Chart 6 – MacNicol Absolute Return Fund Strategy Mix, June 30th, 2019 

 

 
Investors will note that as compared to the previous quarterly report the fund reduced its 

cash weight by nearly 8% due to two new investments. First, the fund made an investment 

in the Ascent Relative Value Fund, a multi-strategy partnership focused on attempts to 

assess the impact of changes in equity markets, interest rates, credit spreads, liquidity, 

merger spreads, mortgage prepayments, volatility, the yield curve, commodity and 

currency prices when attempting to allocate to various asset classes. Secondly, the fund 

made a fixed income investment in the bonds of an alternative health products provider 

that pays 9.75% semi-annually until June 2024 and callable at $107 should the company 

refinance, with standard loan covenants for higher yield debt. Of note is that the company’s 

underlying profitability is high.  

 

Closing Comments 

 

In our last quarterly update, we noted our satisfaction with the rebound in global equity 

markets but cautioned that the euphoria could be short lived. May’s correction underscored 

the importance of prudence and a well-diversified approach comprised of carefully selected 

conventional investments and well thought out alternative assets. As we begin the 3rd 

quarter of 2019 the MacNicol Investment Team knows that we won’t always be able to 

forecast exactly what markets are doing at any given moment, thankfully with time-tested 

investment process, we won’t have to.   

 

Sincerely, 

MacNicol & Associates Asset Management Inc. 

Cash, 13.8%

Multi-
Strategy 
Hedge, 
30.5%

Relative 
Value, 
29.7%

High Yield, 
26.0%


