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Executive Summary 

The results are in and they are pretty exciting!  Our first 3-year performance number has been ranked by 

Morningstar as the second highest return out of the 413 funds in the Canadian Equity category.  In 

other words, the ACE Fund has outperformed 99.5% of our competitors – both funds and ETFs – since 

inception.  The Fund also received a Morningstar 5-Star rating (their highest rating), which is 

determined from a combination of performance and Morningstar’s proprietary risk/reward metrics. 

 

Fund Performance and Commentary 

  Performance, Net of Fees            Periods > 1Yr. are annualized   Risk                      Annualized 

 1Mo. 3Mo. 6Mo. 1Yr. 2yr. Incep.*  Vol. Beta Corr. 

ACE 1.2% 5.4% 9.1% 13.7% 8.2% 10.2%  11.2% 0.69 0.51 

BM 1.3% 2.4% 7.1% 18.6% 5.3% 5.8%  8.1% 1.00 1.00 

*The Aventine Canadian Equity Fund was launched on March 31, 2014. 

“ACE” is the Aventine Canadian Equity Fund.  “BM” is Benchmark.  The Benchmark is the S&P/TSX Composite Total Return Index.  Volatility is calculated as the 
annualized standard deviation of monthly total returns.  Beta and Correlation of the Fund are calculated against the Benchmark.  
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As seen in the chart above, as of March 31st, 2017 our Master Series of the ACE Fund has generated an 

annualized return of 10.2% per year after all fees which compares exceptionally well versus both the 

413 funds in the Morningstar Canadian Equity category which have returned 5.5% (annualized) over the 

same period.  By way of reference the S&P/TSX Composite Total Return Index (“TSX Index”) has 

returned 5.8% (annualized) over the same period.   

While we are very happy with the returns that we have provided to our investors, the downside risk 

control and the low correlation or beta of our returns versus the Canadian market are equally important 

to us.  When the broad market lost over 14% throughout 2015 the ACE Fund’s “maximum drawdown” (a 

measure of how far our unit price fell from a peak to a trough), which occurred during this same time, 

was significantly less at -11%.  Even more importantly our unit price recovered to a new all-time high in 

less than 2 months.  In addition, our “up capture” and “down capture” statistics show that over the past 

3 years we have captured 76% of the TSX Index’s monthly “up moves” and only 13% of its “down 

moves”. Finally we should highlight that the Fund’s 3-year correlation to the TSX index is only 0.51, 

which is likely among the lowest measures in our peer universe.  

Since this is a Monthly Commentary we should of course mention that during the month of March the 

ACE fund gained 1.2%.  Year to date the Fund is up 5.4%.   Returns in March were held back by a couple 

of disappointments in the portfolio.  One of our companies lost a major contract that had been in place 

since 1972 and another announced a dilutive acquisition.  Combined, these developments cost the 

Fund 1.2% in March so we think the portfolio held up quite well considering these impacts.   

But it’s the news of our first three year ranking (a milestone which we eagerly anticipated in last 

month’s commentary) that has us celebrating this month. 

The Keys to Successful Investing In Our Minds 

As we reflect back upon our first three years as managers of the ACE Fund we identified three key 

“investing mantras” as being core drivers of the Fund’s success.  We believe each of these are essential 

for success as an active investor and represent the principles that we bring to bear in the management 

of all of Aventine’s Funds, including our new Aventine Stable Income Fund.   

1. Be Nimble  

If the size of your firm or assets under management interferes with your investment process it means 

your firm or your fund has grown too big.  Liquidity vaporizes during stressful times, so a manager’s 

ability to be nimble during these periods can be been crucial to outperformance.  Over the past three 

years our ability to “turn the ship quickly” has enabled us to build up sizable cash positions when 

needed and allowed us to opportunistically move in and out of some less liquid public companies in 

Canada and capture superior returns.  

2. Be Concentrated   

Do not dilute your best ideas with lesser ones that will lower your overall returns at the portfolio level.  

Our biggest winners for the ACE Fund have far outweighed our losers over the past three years.  Over 

the past three years the ACE Fund has had eight positions contribute more than 2% to our cumulative 

performance since inception (at the Fund level) while we have only had two positions that cost us more 

than 2%.  Contrast this with a large mutual fund where the typical average position has a weight of 

around 2%.  Such an average position would need to have a phenomenal gain (eg. a 100% return over 

three years) in order for it to contribute 2% to that fund’s performance (at the fund level).  Such 

“doubles” are rare to find, but you need find only stocks which have made more than a 40% gain (during 

your hold period which may be three years or less) when your average position is a 5% allocation of 

your fund.  Concentrating your ideas and thus your position weights simply adds more value to your 

http://aventine.ca/manager-letter/aventine-asset-management-february-2017-manager-letter/
http://aventine.ca/manager-letter/aventine-asset-management-february-2017-manager-letter/
http://aventine.ca/strategies/stable-income/
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“right calls”.  As one of our favorite value investors (Seth Klarman) says, “your investors aren’t paying 

you for your 100th best idea, which generally isn’t going to be very good.” 

3. Be Disciplined 

Maintain your investment discipline when buying and selling.  As our investors know we adhere to a 

robust process when purchasing stocks that blends both quantitative and fundamental analysis.  Our 

buy-side process of finding underfollowed, undervalued and catalyst rich companies has generally been 

“more right than wrong” (a term we have joked about trademarking) over the past few years.  We have 

missed some great opportunities and have made some dazzling blunders, but our process is quick to 

force us off of bad positions. As noted above, we have produced some remarkable winners and this 

has come from owning some of the best performing stocks in Canada over exciting windows of market 

appreciation.  

On the sell side of the portfolio our 3-pronged approach has also contributed to our considerable alpha 

generation over the past three years.  We believe in keeping it simple:    

1. Sell when valuation exceeds our target.  

2. Sell if we find a better idea with a higher expected return. 

3. Sell when fundamentals change (sector, management, recognizing bad calls, etc).   

Overall, by adhering to these key principles we have been able to identify some of the best opportunities 

in Canada, companies that started out as undervalued and underfollowed before transitioning into 

more mainstream holdings and larger index and ETF weightings.  We intend to maintain this discipline 

going forward, continually monitoring and “right-sizing” our holdings while we scour our investable 

universe for the next great company whose stock is primed to enter a very profitable “window” of 

ownership.   

Outlook 

We continue to be constructive on the Canadian market and have taken the opportunity in mid-March to 

add to our long positions in cyclical sectors.  While the newswires have been fixated on every word 

coming out of the White House we have continued to see strength in the economic data.  Our risk 

model which looks at market trends, financial conditions, volatility and FX, continues to be encouraging, 

which is keeping us close to fully invested.  While the White House news can be interesting, it has not 

changed the tone in financial markets or the output of our quantitative process.  Being unemotional 

about the political narrative is keeping us on the right path.    

One of the key variables that we believe could change the story in the next few months relates to the 

energy sector.  Energy has been a key driver of earnings growth, inflation and the “reflation trade”, in 

both equity and credit markets, so we see it as one of the major pillars required for ongoing price 

stability.  We seem to be at a bit of a standstill in this regard as production growth has returned in the 

US, which has not helped the inventory data.  At the same time, pressure on OPEC to extend their 

production cuts is rising.  While it is very hard to quantify the rate of production increases expected to 

come out of the U.S., we do know that one of the key factors at play will be technology.  The buzz at 

recent energy conferences, notably CERA (Houston, early March), has been all about technological 

advances which are allowing new shale wells to be profitably drilled for $40 or less in certain areas.  

The impact on production growth in the short term could be substantial, however, global growth 

continues to increase at a strong pace and with it comes rising demand for oil.   

For the time being we continue to be long Energy stocks in the ACE Fund to the tune of 14%.  We 

believe that a clearer picture will emerge in the next three to four months as to whether this is too high.  
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As most readers know, we tend to shy away from committing a significant amount of our own personal 

savings (and the ACE Fund is the vehicle in which we have chosen to invest the vast bulk of our 

personal savings) into “extraction based businesses” like those in the energy and mining sectors and 

have focused our capital on companies in the periphery of the extractors such as service based 

companies.      

Final Thoughts on What the Future Holds 

We would like to take this opportunity to once again thank our investors and supporters for getting us 

to where we are today.  We feel very lucky to have the opportunity to manage a part of your savings and 

we look forward to continuing this journey with you.  

While we reflect on the past three years one last time before signing off we are reminded of one of the 

biggest caveats in the investment management business: “past performance is no indication of future 

results”.  This is fundamentally true.  Having seen our phenomenal performance relative to the 

Canadian market in 2015 give way to lagging returns through 2016, we appreciate that there will be 

pockets of time where we may lead or trail the broad Canadian stock market.  Years are short in the 

investment business where the credibility of prowess can take a decade or more to validate.   

So as much as our results over these past three years are encouraging, we always try to focus our co-

investors on several key factors which we think give us a continual edge over our competition: our 

investment fees - which we believe are reasonably priced and particularly well structured for our 

investors, our investment thesis – in which we look to exploit structural market inefficiencies (yes, we 

believe they exist in the Canadian public markets and will only get worse as more money pushes into 

ETFs) and our investment process - which we believe is both disciplined and aided by our experience 

and insight.  

Whether our outperformance versus the broad Canadian stock market endures is yet to be seen, but we 

believe that we are well positioned both temperamentally and organizationally for continued success 

as investors within the Canadian market. As always, we would be very pleased to managed some (or 

additional) savings for you and your family alongside our own.  

Best always, 

 

Fund Managers 

AVENTINE CANADIAN EQUITY FUND 
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