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Executive Summary 

April was another solid month for the ACE Fund as we continued to see positive contributions from all 

our major investment themes as well as the Fund’s short book.  We are in the thick of Canadian 

earnings season and benefited from positive earnings surprises in many of our largest positions.  The 

Fund finished the month +1.2% which compared favourably to the S&P/TSX Composite Index Total 

Return of +0.4%.  Year-to-date our return of +6.6% continues to rank in the top 1% of Canadian Equity 

funds.   

 

Fund Performance and Commentary 

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

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

ACE 1.2% 4.5% 11.3% 14.3% 10.0% 10.3%  11.1% 0.69 0.51 

BM 0.4% 2.0% 6.9% 14.9% 5.1% 5.8%  8.0% 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.  

 

April was another solid month for the ACE Fund as we continued to see strong contributions from all 

our major themes – Value Catalyst, Capital Allocators, High Quality Business and Growth by 

Acquisition, as well as generating positive alpha in the short side of our portfolio. We are in the thick of 

Canadian earnings season (US companies have mostly finished reporting – more on that below) and 

while we have had a couple of disappointments these have been more than offset by positive earnings 

surprises from our largest positions.  As the dust settled in April we finished the month +1.2% which 

compared favourably to the S&P/TSX Composite Index Total Return (“TSX”) of +0.4%.  This brings our 

year-to-date return to +6.6% versus the TSX at +2.9% which continues to rank among the top 1% of 

Canadian Equity funds. 
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Breaking Down April’s Performance 

While two of our Growth by Acquisition “consolidators” impressed with strong earnings and a couple of 

accretive acquisitions and our High Quality Businesses continued to prove they deserve a premium 

multiple, it was the short side of the portfolio that caused the most excitement for us in April.  Positive 

returns from our short book resulted in much of our outperformance this month.  

It started off with a -36% two-day drop in CRH Medical Corp (CRH-TO) after a competitor published a 

15-page “short thesis” letter highlighting why the CRH business model of acquiring anesthesiology 

clinics in the US will eventually run into trouble.  This report was very complementary to our own 

analysis and we were able to lock in a nice gain on our short position. 

Around the same time that the CRH short letter made its rounds, cracks appeared in the Canadian non-

bank mortgage lending space.  While we are not expecting a massive correction in Canadian housing, 

we had small short positions in a number of these alternative lenders.  We liked the setup given the 

ongoing regulatory pressure from all levels of Government, specifically the looming “Risk Sharing” 

announcement which will only add more weight to the backs of these hobbling names. 

While we entered these trades as a mid-to-long term opportunity we benefited from the extremely sharp 

and negative turn in sentiment after the Ontario Securities Commission filed a statement of claim 

against the largest of these companies, Home Capital Group (“HCG”), on April 19th.   In the claim the 

Commission alleged that HCG covered up systemic fraud in its underwriting practices and that senior 

leadership both made deliberately misleading statements to the public. With HCG stock down 22% on 

the news, management offered assurances to the market that its underlying business was on stable 

footing and that it had no need for any emergency measures to protect its balance sheet.  We 

disagreed and initiated a company-specific short on HCG at $20 while also doubling our shorts on other 

lenders.  Our expectation was for further pressure on these names as investor confidence deteriorated 

and liquid deposit capital fled the sector. It’s important to note that as a conservative and long-biased 

Fund our short positions are much smaller percentage-wise than our long positions, and in this case, 

our aggregate short weight to the alt-mortgage space was approximately 1%.  

On April 27th, only days after HCG management assured the market that their business funding was 

stable, the company announced that they had secured a special lending facility of $2 billion from a 

large Canadian pension plan (whose CEO was at the time, also on the board of  Home Capital, no less!).  

To say that the terms of the facility were punitive would be an understatement.  The facility had a $100 

million upfront commitment fee and a 10% interest rate, along with some other debilitating terms that 

added up to a 22.5% interest cost on the forced first billion of drawn capital. This was seen as a 

crushing blow to a business that lends out at 5-6%.  The stock price immediately collapsed some 70% 

and we covered our short at $5.99.  

Further Thoughts on Shorting 

We have never marketed ourselves as a “long/short” Fund, but rather a long-biased fund that has the 

ability to short when we see meaningful opportunities to add value or help manage risk.  Officially we 

can short up to 20% of the fund, but we are rarely short even half of this amount.  In practice we mostly 

use this allocation for managing volatility or market risk, such as shorting the broad market or a 

particular sector via exchange traded funds.  However, because our research efforts often lead us into 

less widely followed corners of the Canadian market, excellent short ideas will jump out at us from time 

to time.  Actually, several of our best short ideas have come from the “buy list” of stocks that rank 

highly in our quantitative models.  This is because investors often confuse good stories with good 

companies and chase up some stocks’ prices without any consideration for valuation.  What is most 

interesting about this is that Equitable Group, Genworth and CRH Healthcare, all mentioned or alluded 
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to above are companies that ranked in the top 10% of our investable universe over the past couple 

months: 
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A style-based “smart beta” ETF, or a purely quantitative fund will have purchased these stocks without 

thinking about valuation, management teams or the broader macroeconomic picture.  Looking good on 

paper (i.e. quantitatively) is very different being a good company and we can now add a few more 

companies to the list of names that ranked well quantitatively but did not pass our “good business” or 

“reasonable valuation” tests.    

Company Earnings and Outlook 

As promised above, we thought it would be worthwhile to mention something that we have not heard 

very much of in the mainstream financial media.  The S&P 500 earnings season so far has been 

excellent (83% reported):  

- +13.5% Year-Over-Year Earnings Growth 

- +7.6% Year-Over-Year Sales Growth 

- Earnings Surprises at +6.2% (higher than 5-year average) 

- Revenue Surprises at +0.9% (higher than 5-year average) 

Notwithstanding the best corporate earnings performance since 2011, economic data over the past 

few weeks has broadly failed to measure up to expectations and the US Citi Economic Surprise Index 

has cooled.  In contrast to extremely low equity market volatility, commodity price volatility has been on 

the rise in both energy and industrial metals, which has us watching the space a little more closely than 

before.  Being mindful of our strong performance year to date we have spent a bit of cash to add 

portfolio insurance by way of put options and also slightly reduced our net long exposure.   With this 

being said we are still 95% long in the portfolio and are very comfortable with that positioning given our 

assessment of the near-term balance of risks.  

Please feel free to reach out if you would like to discuss anything in this letter or would like to make our 

strategy and Fund a part of your overall portfolio.  

Best as always,  
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