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Q3 2018 Commentary 

The quarter ended September 30th saw our unit price decline 4.5%, bringing the Fund’s year-to-date return 

to -8.9%.  This was a decidedly poorer result than the S&P/TSX Composite Total Return Index, which lost 

0.6% in Q3 and is up 1.4% year-to-date.  

As both fiduciaries of your capital and major investors in the Fund ourselves, it has been a frustrating 

year.  Of course, Canada on the whole has also been forced to weather a fairly tough patch in terms of a 

diminished outlook for trade policy and exports, as well as generally weak investor sentiment owing to 

household indebtedness among other things.  Global trade issues aside, the general trouncing that value 

strategies like ours have been experiencing at the expense of growth strategies has, in our view, 

depressed the Fund’s unit price far more than we feel is appropriate given our portfolio companies’ 

current and future cash flows.  

Concentrated Investing 

One of the tenets of concentrated investing is that when something good happens in the portfolio you 

feel it disproportionately, more so than if the stock was held in an extremely diversified portfolio.  

Unfortunately, the opposite of this is also true.  What is interesting about 2018 so far - and Q3 in particular 

- is not that we have made mistakes (that almost always happens), but that we have not experienced any 

of the typical counterweights to these disappointments which usually come in the form of positive 

catalysts.  This has amplified the negative performance.   

Through our detailed analysis and understanding of the companies we own, we know they are strong 

capital allocators with solid returns on equity, have strong balance sheets and that are trading at low 

valuations relative to their history.  If you own companies like these over long periods of time you will 

compound your capital at a very attractive rate.  The challenge is to stick with these holdings when issues 

pop up that disrupt the narrative.  This understanding has led us to add to our existing core positions as 

the market has been fixated on one of the many issues of the day.   

As noted above we have increased our concentration in a handful of compounders, but we have also 

made several switches in the portfolio over the quarter.  We most recently added two new financials to 

the portfolio at the expense of higher beta names in materials and technology.  Fortunately, one of the 

two financials we added is an up and coming capital allocator called Element Fleet Management (EFN-

TO) which was undergoing a strategic review.  We say “up and coming” as they recently brought on an 

impressive new CEO, Jay Forbes, with a history of being a great steward of capital.  The strategic review 

came to a head on October 1st with a bought deal and them solving a number of issues that were acting 
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as an overhang on the valuation.  The stock was up 20% after announcing this plan along with a $300m 

bought deal.   

P/E Multiple Expansion on the Rise 

As we look out to the final quarter of the year we can easily see a scenario where global funds start to 

revert back to other developed markets (i.e. to Canada) from the U.S.  For starters, valuations are very 

attractive now outside of the U.S.  As per the chart below, the forward P/E multiple of Canadian 

companies (shown in blue) is at a significant discount to U.S. companies (shown in white) when viewed 

over the past ten years.  The discount is even wider for Europe (shown in grey) and Emerging Markets 

(shown in yellow).  We believe that this spread will narrow as we lap positive U.S. market catalysts like 

corporate tax reform and the investment landscape becomes more balanced globally.  

 

 

 

For Canada specifically, we just knocked off two major issues that have been keeping investor interest 

muted – a new NAFTA agreement and the green light for a major Liquified Natural Gas development on 

the west coast.  Effectively, this is about Canada being able to competitively sell more of the goods it 

produces domestically to consumers around the world.  Global investors can have a little more 

confidence investing in this great country and the companies who are based here knowing that our 

access to end markets has been strengthened recently and that this will continue to support growth.  We 

believe that this has been a major concern for investors, and a lot of pessimism has been priced into 

current valuations in the financials, industrials and materials sectors.  Once the message gets out that 

things in Canada are happening, we expect to see some multiple expansion creep back into the picture.  

Looking Forward 

This has been an exceptionally challenging year for us, but we remain committed to our investment 

process which has worked exceptionally well over many years.  While our style appears to be out of 

favour at the moment we know that in the long-term if we maintain our focus on excellent compounders 

at great prices our Fund investors will be rewarded as our unit price grows at an enviable pace.  
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It is more important now than ever to thank our investors for all the support over the years (mid-August 

marked a seven-year milestone of us managing money side-by-side!) and to emphasize that we are 

always available to discuss the portfolio, markets and our current view.   

Best as always,  

 

 

Fund Managers                   

AVENTINE CANADIAN EQUITY FUND     
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