
                   

Aventine Stable Income Fund 
December 2018 Commentary 

 

Monthly Performance Update   
John Kim, CFA   Lead Portfolio Manager 

Andrew Shortreid, CFA  President and Portfolio Manager
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This is officially my first commentary since joining Aventine as Portfolio Manager of the Stable Income 

Fund on June 1st, 2018.  

To say 2018 was a tumultuous year in the markets would be an understatement, with the S&P 500 

losing 13.5% in Q4, the biggest quarterly loss since the summer of 2011, when U.S. debt was 

downgraded from AAA and European Debt Crisis was peaking.  The December loss of 9.8% was the 

worst month since the financial crisis.  The TSX was close behind with a loss of 10.1% in Q4 and the 

Preferred Share Index in Canada suffered an 11.2% loss. 

The Preferred Share market experienced heavy selling pressure, mostly in the rate reset area, as 

investors indiscriminately reduced exposure in conjunction with the selloff in equities.  The decline in 

the Canada 5 Year Government Bond yield added to the sour mood of investors. 

With this backdrop, it was not the easiest time to be repositioning a Fund.  As many of you are aware, I 

was brought on to help with the equity portion of the Fund and then a few months ago was asked to 

take over as Lead Portfolio Manager of the Fund.  As a result, I have made a few notable changes in 

order to simplify the structure and reduce the volatility going forward. 

For those of you that I have not met, my investment philosophy is to focus on Mid to Large 

Capitalization companies generating (or very close to generating) free cash flow and that can grow 

their free cash flow with what I believe to be below normal valuations.  This philosophy stands no 

matter which part of the capital structure I am evaluating. 

 

Looking Forward 

The markets were hit hard due to growing fears of an economic slowdown and possible recession in 

the world’s two largest economies, U.S. and China who are locked in a trade war, and Fed rate 

increases adding to the angst.  Adding to this is the uncertainty about Brexit and its implications and 

further weakening of emerging market economies. 

As a result, we have reduced the market exposure of the Fund from over 120% at the end of May to 

87%.  The largest weight is now equities at 43% followed by preferred shares at 26%.  The remaining 

market exposure is split between structured notes and fixed income.  We will be further simplifying the 

structure of the Fund by exiting the remaining structured notes over the next few months.  
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While 2018, and Q4 in particular, was difficult, it was by no means abnormal.  In my 24 years of 

managing private wealth and investment funds, I have seen quite a few of these bear markets, but 

eventually the markets do settle down and then continue their rise.  Those who keep their emotions in 

check and ride out the volatility usually fare better than most. 

As we look ahead, we will be deploying the cash to add to our existing holdings as some of these 

stocks and preferred shares are trading at abnormally low valuations in our humble opinion.  Some of 

our current favourite names are:  Enbridge, BCE, Manulife, and Northland Power in Canada.  CVS Health, 

AT&T, Citigroup, Williams Companies, and Ryder in the U.S. 

The common theme of these holdings is each company’s ability to grow their free cash flow and 

eventually to increase dividends.  In addition, a number of these companies also have certain catalysts 

such as transformational acquisitions or simplifying corporate structures. 

Please know I am always available to chat if you have any questions or comments. 

 

Regards, 

John Kim 

Fund Manager                   
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