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Executive Summary 

The Aventine Canadian Equity Fund (“ACE Fund”) finished the month of March at +1.6% and the quarter 

at +8.3%.  We saw normalization in equity markets to start 2019 as many companies returned to trading 

on fundamentals rather than fear.  While our long-term investors understand the volatility inherent in a 

concentrated strategy that invests outside of the box (i.e. not just in Canada’s largest 60 companies) the 

past six months have once again demonstrated the power of maintaining your discipline as many of our 

holdings traded off significantly in 2018 and are now within 5-10% of all-time highs.  It’s worth noting that 

we have seen several ACE Fund positions jump more than 30% in the first quarter of 2019.  We always 

try to listen to the market, but we try harder to listen to management teams and when there is a disconnect 

as wide as we saw towards the end of 2018 it’s usually time to buy rather than sell.    

 

Fund Performance and Commentary 

We have become more concentrated in the ACE Fund as we removed some of the large and liquid 

exposure we added in the last few weeks of 2018.  You may recall that we wanted to act fast to take 

advantage of the rally we anticipated but exit fast if we were incorrect.  These positions added 91bps to 

the Fund in the first quarter.  We also made greater than 600bps from a handful of names which posted 

very positive Q4/18 results.  Our largest position Evertz (ET-TO) posted an 11% revenue surprise and 

16% earnings surprise as they continue to demonstrate leadership in the broadcast equipment market 

with their focus on Software Defined Video Networking.  Additionally, we saw the market react favourably 

to a strong quarter from ATS Automation (ATA-TO), one of our fifth largest positions.  After a timing 

related miss in Q3/18 we were able to significantly increase the size of our position in ATA Automation 

as its stock sold off >30% as a result of market volatility and an earnings miss, a lethal combination.  We 

continue to believe that our exposure here will be rewarded as they execute on further acquisitions, 

increase recurring revenue streams and generally participate in the secular strength of automated 

manufacturing which is their bread and butter.   

We were active on the new idea front as we gave our existing portfolio a much-needed chance to catch 

its breath.  We discovered a couple of names that we are in the due diligence phase on that we believe 

will fit the strategy very well.   One position has been on our radar for a number of years and we believe 

they have sufficiently demonstrated their ability to execute on a growth by acquisition strategy in a 

lucrative and highly fragmented industry in North America.  They will be a top five player in their space 

with private equity backing which significantly increases the probability of a catalyst in our view.  The 

second position is a US based industrial which got the team more excited than normal before the market 

opens after a 7am breakfast with management a couple weeks ago.  We look forward to updating our 

readers on these names in the future.  
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A formal ESG overlay in considering potential investments and re-considering current 

investments 

A question that was raised last summer by one of our long-term investors in the ACE Fund was “what is 

your ESG overlay?”. ESG stands for Environmental, Societal and Governance-related considerations 

and has over the last few years become a key criterion in investment management. There is ample 

evidence to suggest that those companies who are championing leadership within both their 

environmental sustainability and corporate business practices (such as actively promoting diversity 

among their senior ranks and ensuring the best practices are being adopted by their Board of Directors 

when it comes to all matters of accountability, responsibility and disclosure) produce better long term 

financial returns than those companies which don’t lead or practice such initiatives.  

As professional investors we tend to focus more on companies that are led by management teams with 

strong, aligned interests to our own (as shareholders), as well as operating in a leadership position within 

markets we find attractive. We are quite tactical in the rotation of our holdings (more so than other funds) 

as we look to investor sentiment and investor flows to try to be invested where interest is growing and 

where companies are attracting a broader list of potential (large institutional) investors. While we have 

always shied away from considering any investment in businesses that don’t line up with our personal 

values, we have been less restrictive in our thinking about how various ESG considerations are getting 

rated for the companies we are considering investing in (or already have an investment in). 

We have decided to make a change here both for moral and for tactical reasons. The moral reasons are 

more complicated to delve into, but we have come to appreciate more over this past year the impact that 

certain environmental issues are having on the planet such as non-biodegradable plastic products, 

particularly those designed for single use (just one small example). The second less noble reason has to 

do with tracking and anticipating investment flows and anticipating how other portfolio managers and 

investors tend to be increasing their use of quantitative factor modeling, particularly with respect to ESG 

in their investment screening. 

One of the things we have written about for many years was how the initial pairing of the two of us as 

portfolio managers and investors almost ten years ago was all about the combination of the thinking and 

considerations of a self-proclaimed quant (James) with those of a self-proclaimed deep value, contrarian 

investor (Jim). Over the years we have learned to both listen to each other’s perspective as well as 

appreciate the complexity and wisdom of market forces, both as they impact the actual financial 

performance of companies themselves and how investors tend to flock into and out of hot sectors.  

To ignore the changes happening in the industry and to not add a qualitative assessment and quantitative 

screen on ESG factors would be denying one of the fundamental tenants of our investment thesis, which 

is trying to anticipate and be where institutional money wants to be.  Just look at the punishment SNC-

Lavalin Group (SNC-TO) has been going through.  A key aspect of ESG research is controversy and 

they are up to their eyeballs in it at the moment, which is driving institutional flows out of the name and 

compressing the stock valuation.  As ESG continues to gain steam (something which demographics are 

showing will be the case), we believe these types of reactions will only intensify.   

Implication of our new ESG overlay  

In accessing qualitative and quantitative ESG factors and rankings and applying it to our existing portfolio, 

the name that stood out the most for us over the last quarter was Winpak (WPK-TO), the single longest 

investment we have held in the ACE fund (going back almost five years).  We always have considered 

Winpak a strong allocator of capital in both their significant (relative to their competitors’) investment in 

R&D, which has helped them gain share in the plastic packaging industry and their willingness to open 

new facilities across North American to expand their business with their customers. 
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As we have grown to better understand both the company and the new CEO and management team, we 

came to realize that what we initially thought were strengths within the company may actually be 

limitations on the company’s ability to attract a broader group of institutional shareholders interested in 

holding the company’s shares. For example, control of the company is held by the Finish billionaire Antti 

Aarnio-Wihuri whose family and its representatives dominate the Board of Directors. Since the family 

owns roughly half of the company, we initially felt that this was an attractive quality of our investment 

(alignment of interest in capital consideration, leading to them to consistently choose a return of excess 

capital to shareholders over, say, “empire building” capital investments that would not meet an adequate 

return parameter).  But we have since come to realize that others who might consider Winpak as a 

potential investment likely view such family dominance of a Board as demonstrating poor corporate 

governance and this might preclude them (or simply discourage them) for making a significant investment 

in its shares.  

So both in consideration of a new found appreciation of whether we would like to continue to own a piece 

of Winpak as a company itself (given both it’s continued involvement in non-biodegradable plastics 

packaging, in addition to our concerns about increasing competition within its own industry) as well as a 

tactical consideration as to the likelihood of potential multiple expansion for the shares of Winpak, we 

have been exiting our position in this investment over this past quarter.  

On to the next five years 

Despite 2018 being a very disappointing result for our unitholders (but which came off a particularly 

impressive 2017), we are encouraged by the early 2019 results to date and our track record since we 

started our journey as investors together. Here at Aventine, March 31, 2019 marks the fifth anniversary 

of the ACE Fund. Like all milestone birthdays that “end in a five or a zero”, it offers us a chance to pause 

and consider both what we have learnt since the previous milestone birthday and reflect on improving 

upon our process, so to hopefully accomplish even more over the next five years. Formally applying an 

ESG screen on all future potential investments in the ACE fund is one of those evolutions as we work 

together and strive to generate higher and more consistent returns for our own fund’s unitholders over 

the next five years.   

As always, we are thankful for the trust you have put in us to manage your hard-earned savings in the 

Aventine Canadian Equity Fund.  If you have any questions, please do not hesitate to reach out.  

Best wishes as always, 

 

Fund Managers                   

AVENTINE CANADIAN EQUITY FUND     
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