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Executive Summary 

The Fund saw solid earnings reports from some of our largest holdings contribute positive returns to 

our monthly tally, but these gains were not enough to offset the performance drag from our holdings in 

the financial and energy sectors.  As a result, our stretch of positive months in 2017 came to an end 

with a decline of -1.5% in May.  While this decline was in line with the S&P/TSX Composite Total Return 

Index, which was down -1.3%, our unit price remained up 5% in 2017, a performance ranked as within 

the top 3% of all 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 -1.5% 0.8% 6.7% 8.7% 8.7% 9.5%  11.0% 0.70 0.52 

BM -1.3% 0.4% 3.2% 12.3% 4.7% 5.2%  7.9% 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.  

 

 

Breaking Down May – What Happened in the Markets? 

While two of our Capital Allocators reported strong quarterly earnings and an impressive outlook, their 

gains were more than offset by losses in our energy and financials positions.  Focusing first on Energy, 

we were surprised by just how lofty expectations had apparently become leading up to the much 

anticipated OPEC meeting in May.  A few months ago, we believed the market would have been thrilled 

with an extension of OPEC’s current production agreement.  However, in the lead up to OPEC’s May 

meeting it seems that many speculators had begun anticipating the announcement of new, deeper 

production cuts.  As a result, the market reacted with disappointment when the previous cut was simply 

extended through year end.  This event combined with resurgent US shale activity and the continued 



 

- 2 - 

expansion of production capacity in Nigeria and Iran sent oil prices into a relative tailspin, down 7% in 

the last week of May.  The wild swings in oil prices since March have been frustrating for us and 

reinforces why we have developed a natural inclination to avoid investing too much of our life savings 

in resource extraction industries, where profits and cash flows are largely determined by global 

commodity prices.  

On financials, we saw the “reflation trade” continue to unwind in May.  When Trump entered the White 

House earlier this year he was riding high on promises to cut taxes, deregulate industry and generally 

boost economic growth.  With Republicans holding both the House and Senate, the market built in 

some rather lofty expectations for positive change.  More recently however, it has become clear that 

lawmakers in Washington are getting less work done than a cast of D-Listers on the Celebrity 

Apprentice.  As a result, specific interest rates reflecting future growth and inflation (such as 10 year 

government bond yields) ended May at their lowest levels of the year. There was no single event or 

piece of news that triggered the investor rotation back into defensive assets, it was more of a slow 

grind during the month.  Despite broad data signaling healthy global growth, the US economy just 

couldn’t string together any series of positive economic data points.  As some of the best performing 

assets since the Election last November banks and insurance companies were prime candidates for 

profit taking.  We have exposure to US banks and Canadian insurance companies in the ACE Fund and 

added to these positions on the recent sell off.  We believe economic data has not been as weak as 

bond yields are suggesting and expect rates to rebound in the latter half of the year, taking financial 

sector valuations higher. 

 

Saying Goodbye to Goeasy 

For those that have been following our commentaries and BNN appearances you will know that we 

have been quite bullish on the prospects of the alternative lender Goeasy (GSY-TO) for some time.  This 

was one of the first investments we made in the ACE Fund way back in 2014 as we believed there was 

a huge opportunity for them to pivot from their furniture/electronic leasing business into a much higher 

ROE lending operation.   

This is exactly what they did, having grown their loan book from $120M in early 2014 to over $390M   

million in early 2017.  While it took some time for the stock market to fully appreciate this, our investors 

ultimately benefited from this transition as revenue and profits grew and expanded.  From a three year 

perspective, our investors also benefited from Goeasy’s forward earnings multiple expanding which 

along with increasing earnings created a nice life in the stock price.  The stock was further helped along 

as more investors recognized their growth profile and the market cap expanded to a level that attracted 

a wider array of portfolios.  We give a lot of credit to the management team who executed brilliantly on 

their plan despite a challenging period in Alberta and through multiple refinancing scenarios.  While we 

are sad to say goodbye to this position in the portfolio, it has been a very profitable investment for the 

Fund and our investors and during the month of May the stock triggered one of our sell triggers.   
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    Recall that we sell for three reasons:  

1. We find a better idea - Stock falls in our quantitative model as better ideas surface with a higher 

expected return.  

2. Valuation – We set valuation targets for each of our holdings and we right size a position or exit 

as our valuation targets are hit.  

3. Unexpected Changes - We have to be able to reasonably forecast cash flow expectations and 

from time to time a business surprises us with a negative earnings surprise, industry changes or 

a number of other scenarios.  

In the case of exiting Goeasy it was a combination of all three factors, but mostly the result of the 

valuation hitting our target. When we were first accumulating shares of Goeasy (called Easyhome at the 

time) the stock was trading at just over 7x expected earnings and we set a target for the stock in the 

10-12x range.  This seemed appropriate given they were an alternative lender and given the revenue 

growth profile which was guided in the 20%+ range.  Fast forward 3 years and the market now 

recognizes their greater growth prospects for the business and the shares traded north of $35, which is 

where we exited most of our position over the past couple months, and the company hit our target 

multiple of approximately 12x earnings.    

While we will be following the company closely in the coming quarters, we believe Goeasy is facing 

more difficult prospects ahead.  A few potential challenges that we see are a faster deterioration in 

their legacy business of furniture/electronics leasing, a new well capitalized competitor entering the 

Canadian market pushing down yields (with US private equity firm J.C Flowers buying CitiFinancial - the 
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non-prime loan business of Citigroup in Canada), the strategic decision to enter the less lucrative areas 

of lending as they look for higher credit quality customers and lastly the risk associated with entering 

new regions where they have not established any brand presence like Quebec.  Needless to say, the 

management team has a lot on their plate, but if they can execute as they have shown in the past then 

at the right valuation multiple we may look to make Goeasy a part of our portfolio again.  

 

Have a Great Summer 

As we do each year, we hope that you and your families have a terrific summer.  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,  

 

Fund Managers 

AVENTINE CANADIAN EQUITY FUND 

 

Investor Contact 

Shannon Veitch 

sv@aventine.ca 

416-847-1767 x510 
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