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Executive Summary 
The ACE Fund units ended the first quarter of the year down 3.7%.  Over the past year our unit value has 
increased by 6.9% and the Fund’s annualized since inception net return is 9.4%.  This compares to the 
S&P/TSX Composite Total Return Index which fell 4.5% in Q1, has risen 1.7% over the past 12 months 
and has gained 4.1% annualized since the Fund’s launch in March 2014.  The Fund continues to hold its 
Morningstar five-star ranking.    
 

Fund Performance and Commentary 

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

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

ACE -0.3% -3.7% 2.8% 6.9% 10.2% 9.4%  10.2% 0.72 0.54 

BM 0.2% -4.5% -0.3% 1.7% 9.8% 4.1%  7.6% 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.  

 

Q1 2018 Commentary 

The ACE Fund returned -3.7% net of fees and expenses in the first quarter of 2018, outperforming the 
S&P/TSX Composite Total Return of -4.5%.  Volatility returned to stock markets in both Canada and the 
US, with many days seeing index moves of over 2% (see chart on following page).  Concerns over NAFTA 
and trade wars have been top of mind for investors while Trump’s verbal attacks on tech giants like 
Amazon and Facebook have rattled sentiment in this market leading group.  

 

Interest rates continued to move higher in Q1 versus Q4 and the expectations are high that future rate 
hikes are a matter of “when”, not “if”.  Against this backdrop, valuations have stepped back from higher 
levels seen in late 2017 and the market’s forward earnings multiple has contracted 2.0x in the US and 



 

- 2 - 

1.6x in Canada year to date.  Looking back, it was not very rewarding to be an equity investor in the first 
quarter of 2018, but at these valuation levels a lot of bad news is priced in.  

 

Fig 1. Remember Volatility?  1-Day Price Change of the S&P500, Trailing 2 Years 
 

 

 

As always, there were puts and takes during the quarter.  On the negative side, disappointing quarterly 
results and a muted 2018 outlook from one of our largest positions had an outsized impact on the Fund 
and warranted meeting with senior management to probe more deeply.  Based on our research and 
analysis of the new developments we have chosen to exit the position.  Commodities were another weak 
spot in Q1 and many companies in this sector suffered double digit declines over the quarter (including 
the ones we own!), despite stronger commodity prices.   For instance, Canadian energy stocks fell 8% in 
the quarter while WTI Oil rose 12% in C$ terms. We maintain a low absolute weight to the resource sector 
and focus on companies with superior assets, operations and management teams.  

 

Turning to the positive, we saw great Q4 results from a number of our portfolio holdings.  These included 
Premium Brands (PBH-TO) which popped on the announcement of several new deals alongside 
impressive organic growth and New Flyer Industries (NFI-TO) where management continues to 
showcase their superior execution abilities, drive positive synergies from recent acquisitions, and impose 
pricing power.  First Service Corporation (FSV-TO), one of the first positions we bought in the ACE Fund, 
hit a fresh all-time high during the quarter on strong organic growth and management telegraphing a 
higher probability of additional acquisitions this year.  

 

Looking ahead, we expect strong earnings trends plus solid corporate guidance in the coming earnings 
season to continue across both the broad market and our own concentrated portfolio.  We think this will 
be a key factor that compels investors to increase exposure to stocks.  We note that equities remain 
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cheap relative to bonds and the total shareholder yield to stocks in North America (dividends plus 
buybacks) is expected to be north of 5% for 2018.   

 

Despite being value investors, we are very aware of market sentiment and like to hold companies with 
strong market support (ie. flows).  While the current pullback presents opportunities, events like flash 
crashes and volatility spikes can inflict lasting damage on investor psychology and our approach to 
allocating capital in this environment is to proceed with caution.  The potential for a single Presidential 
tweet to send the market down 2, 3 or 4 percent in a day has never been higher. We recognize this.  

 

We don’t think that the market today is “broken” or that the next bear market is imminent.  2017 was an 
incredibly sanguine, low volatility year for global stocks and we are paying that bill presently.  Even after 
a negative Q1, the ACE Fund has returned 8.9% annualized over the past 3 years and is one of only a 
handful of Canadian Equity funds to outperform the TSX Index over that time period, according to S&P.  
There is no risk-free return in investing, and we must be prepared to experience some downside in order 
to successfully grow capital for ourselves and our co-investors.  As always, we have a shopping list of 
great companies we’d like to buy at the right price.   

 

Please stay tuned for our second issue of “Big Thoughts” which will be published shortly. As always, we 
thank you for your continued support of Aventine and we want to wish you and your families a very 
prosperous and happy 2018.   

Best wishes, 

 

Fund Managers                   
AVENTINE CANADIAN EQUITY FUND     
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