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Dear Stakeholders,
As we celebrate the 20th anniversary of the Calgary Portfolio Management Trust’s (CPMT) first investment,
we would like to extend our thanks to the Board of Trustees for its support and engagement with the
program. We would also like to thank the Calgary CFA Society for its continued involvement. Finally, we
would like to thank all of our supporters within the Calgary business community for their vested interest in
the program and continued support.
In the CPMT’s fiscal first quarter the equity markets have been subject to commodity price volatility, interest
rate uncertainty and political upheaval. Such an environment has offered the opportunity to learn invaluable
lessons on long-term investing and in particular, the importance of sector allocation in a heavily cyclical
index. Looking ahead, the team will seek to build on our recently developed strategy of conviction-based
capital allocation. The team will also continue expanding our digital footprint to more actively engage the
Haskayne student body, Calgary’s business community as well as alumni of the CPMT.
In a quarter where the cyclical sectors led the markets higher, the CPMT continues to adhere to our stringent
investment policy and maintains a long-term approach to investing. In the face of many macroeconomic
uncertainties, the team believes that by executing a proven strategy of owning companies with quality
management teams, strong balance sheets and tangible competitive advantages purchased at reasonable
valuations we will be able to weather much of the short term volatility in the Canadian equity markets. The
team views the recent volatility in the markets as an opportunity to reposition the portfolio for improved longterm performance. As such, the team has begun to realize gains generated by certain positions and
rebalance the portfolio in a way that we believe will generate better risk-adjusted returns in the long term.
Involvement in the CPMT program continues to give students invaluable exposure to a challenging and
rewarding learning environment, providing an unrivaled experience for members. We look forward to
continue finding new ways to improve the program and will strive to maintain our commitment to delivering
excellence.
Sincerely,

Hashim Chawdhry, Fund Manager

Ian Gott, Fund Manager

_______________________

_______________________

Logan Heidt, Fund Manager

Bryton Hewitt, Fund Manager

Logan Heidt

_______________________

_______________________

George Huang, Fund Manager

Daniel Morgan, Fund Manager

_______________________

_______________________
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CPMT CLASS OF 2017
BABBAL BRAR
Research Associate
4th Year, Finance
Babbal is a fourth year finance student and a Research Associate in the CPMT program. In his second
year with the program, Babbal is looking forward to expand his level of knowledge about investment
management and capital markets. Babbal is pursuing the CFA designation and has registered to write
the CFA level I exam in December 2016. Outside of school, Babbal enjoys playing basketball and
participating in business case competitions.
HASHIM CHAWDHRY
Fund Manager
4th Year, Finance
Hashim is entering his third year in the CPMT program and is excited to progress as a Fund Manager
having spent two years as a Research Associate. His experience includes interning at Paradigm
Capital in Equity Research, where he gained experience analysing and valuating domestic and
international energy companies. Hashim is currently interning at National Bank Financial in the Equity
Research group. He looks forward to carrying skills from his internships to CPMT where he strives to
improve the program.
IAN GOTT
Fund Manager
4th Year, Finance
Ian Gott is a fourth year finance student and a Fund Manager in the CPMT program. He is looking
forward to expanding his knowledge of capital markets and portfolio management. Ian is currently a
Global Markets Summer Analyst at CIBC World Markets. Outside of school, Ian plays basketball and
is a World Champion Irish Dancer. He is also an avid skier and has a passion for travelling.
LOGAN HEIDT
Fund Manager
5th Year, Finance/Economics
Logan is a fifth year Finance & Economics student and a Fund Manager in the CPMT program. Logan’s
previous work experience includes Business Development at Secure Energy Services and he is
currently interning at J.P Morgan as an Investment Banking Summer Analyst. Logan is looking forward
to being a leader in the program and mentoring the upcoming Research Associates.
BRYTON HEWITT
Fund Manager
5th Year, Finance/Psychology
Bryton Hewitt is a fifth year double degree student who is passionate about the business world, and is
deeply thankful for his involvement with the CPMT fund. Beyond CPMT, he is a medalist at numerous
business case competitions, including the Inter-Collegiate Business Competition at Queen’s University
and the Berg Ethics Case Competition at the Katz Graduate Business School in Pittsburgh, PA.
Following previous summer internships as an internal strategy consultant and a portfolio analyst,
Bryton is currently gaining further experience as an analyst with the CPP Investment Board’s Global
Corporate Securities team. Here he is applying his CPMT experience by performing analysis and
research with CPPIB’s global, long/short equity portfolio.
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GEORGE HUANG
Fund Manager
5th Year, Finance/Economics
George looks forward to applying what he has learned since joining the program in 2015, to support
the incoming class of Research Associates and the continued development of the CPMT. His
professional experience includes internships in asset management and electrical load and generation
forecasting, as well a Co-op term with Azimuth Capital Management. After graduation, George hopes
to pursue a career in sell-side M&A, institutional equity research, or asset management. In addition to
his role with the CPMT, George is also a varsity cross-country and track and field athlete with the
University of Calgary Dinos.
CALEB KOSTYNIUK
Fund Analyst
4th Year, Finance
Caleb has been a member of the CPMT since late 2015, serving as a Fund Analyst. He is very excited
to continue to learn about portfolio management and working with the CPMT team. He is currently
heading into his fourth year of a Bachelor of Commerce majoring in Finance, and has begun pursuing
the CFA designation. Prior to pursuing his studies in finance, Caleb worked as a Personal Trainer,
where he worked with his clients to help them achieve their health and fitness goals.
DANIEL MORGAN
Fund Manager
4th Year, Finance
Daniel has been with the CPMT since 2014, previously fulfilling both the Fund Analyst and Research
Associate roles. Daniel is looking forward to continue working with the team and the Board as a Fund
Manager in order to grow the Portfolio and provide mentorship to the Research Associates. Currently,
Daniel is a Summer Junior Associate in CIBC World Markets’ Equity Research team covering the
Energy sector. Daniel is an avid reader of investment strategy books, enjoys reviewing domestic and
international politics, and is a keen cyclist.
REBECCA WANG
Research Associate
4th Year, Finance
Rebecca joined the CPMT as a Research Associate as of March 2016. She is looking forward to
absorbing valuable lessons from her peers and mentors in the program. Rebecca has prior experience
in the oil and gas sector and is fortunate to gain institutional exposure as a Summer Intern with the
Treasury and Investments Office of the University of Calgary. She is excited to join Agrium in the fall,
fulfilling the dual co-op roles of Investor Relations Analyst and Corporate Relations Analyst.
Recreationally, Rebecca enjoys playing volleyball, horseback riding, and has recently taken up golfing.
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CPMT CLASS OF 2018
DANIEL CASSINO
Research Associate
3rd Year, Finance
Daniel joined the CPMT as a Research Associate in March 2016. He is honoured to have been
selected to participate in the CPMT program and looks forward to furthering his knowledge in portfolio
management with the goal to pursue a career in capital markets. Daniel is currently working in the
Assessment Business Unit for the City of Calgary working on commercial and residential property
valuation. In his spare time, Daniel enjoys playing baseball and is an avid car enthusiast.
MAHAD NADEEM
Research Associate
4th Year, Finance/Economics
Mahad joined CPMT in September 2015 and appreciates the valuable experience he has gained by
being a part of the program. Mahad looks to enhance his knowledge of capital markets and pursue
the CFA designation. Mahad is currently interning at Azimuth Capital Management as a Private Equity
Student Analyst. Prior to this he also interned at the Canadian Energy Research Institute (CERI). In
his spare time Mahad loves to play and watch Tennis and Soccer, and is also enthusiastic about
current affairs.
ERICK NOH
Research Associate
3rd Year, Finance
Erick joined the CPMT program in March 2016 as Research Associate. He is looking forward to
working with his peers to further his knowledge of capital markets and portfolio management. Erick is
currently working at Plains Midstream Canada as a summer intern in the NGL Facilities Optimization
department. In addition to his interest in finance, Erick also enjoys going to the gym and playing
hockey. He plans to pursue a career in capital markets as well as obtain his CFA designation.
DANIIL ZHIGATOV
Research Associate
4th Year, Finance and Economics
Daniil joined the CPMT in March 2016 as a Research Associate. He is very excited to learn more
about financial analysis and portfolio management as well as delve deeper into his understanding of
the overall Canadian and global economy. In his spare time, he likes to exercise and learn about the
history of finance and economics. After graduation he hopes to pursue a career in investment banking.
He also plans to attain a CFA designation after his graduation.
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Macroeconomic Update
Over the past quarter the Canadian equity markets remained volatile as many of the commodity stocks
led the market higher. Along with commodity price volatility in basic materials, precious metals and
energy, many one off events materially impacted the performance of the CPMT’s holdings.
Despite a recovery in the price of many commodities, the general economic picture in Canada and the
world at large is still bleak. Continued weakness in Chinese demand and political upheaval in the
European Union kept the equity markets on edge.
Economic uncertainty at home is what has kept the Bank of Canada (BoC) on hold from changing
interest rates. The BoC continues to evaluate a difficult situation where a weak economy and strong
housing prices paint two starkly contrasting pictures, impacting interest rate policies. Looking ahead,
the CPMT expects the weakness in Canadian energy and manufacturing sector to keep interest rates
on hold, until at least the end of this calendar year. As such, the team continues to look more favourably
upon US interest rate exposure in the short term.
South of the border the Federal Reserve points to global uncertainty in its decision to keep the key
interest rate in the U.S. at 0.50%. This recalibration of its interest rate hike trajectory has had a negative
impact on Canadian financials, namely TD and Manulife, who would greatly benefit from rising US
interest rates due to heavy exposure through subsidiaries. Despite this, we remain constructive on the
economic health of the US and believe that the CPMT portfolio will greatly benefit from US interest
rate exposure as the country’s economy continues to show strength in housing starts and job numbers.
One key economic event that impacted the performance of the global equity markets is the surprise
outcome of the Brexit referendum. Once Britain voted to leave the EU, Canadian equities with material
exposure to Britain and continental Europe begun to sell-off. However, in the weeks following the event
many of these equities have recovered to pre-Brexit levels. Within the CPMT portfolio, Magna
International and Concordia International experienced the biggest downside. Brookfield Asset
Management also experienced a material impact to the share price due to the company’s UK real
estate exposure. That being said, BAM is globally diversified and we view this move as a short-term
hiccup. At this point in time, the CPMT continues to monitor the situation but is in no rush to adjust our
European exposure, as there is still an overhang of uncertainty on the future of the EU.
In Canada, the Fort McMurray fire officially became Canada’s most costly natural disaster with the
Insurance Bureau of Canada estimating the insured damage at $3.58 billion. In terms of the CPMT’s
exposure, the majority of the fund’s energy holdings was unaffected as the team opts for a larger
exposure to light oil. The one energy holding impacted by the fires is Suncor, which decreased its full
year production guidance by roughly 6%. SU continues to provide the CPMT portfolio with solid returns
in both rising and falling commodity price environments with its world class assets throughout the oil
and gas value chain.

7

Quarterly Sector Updates
CONSUMER DISCRETIONARY
The TSX capped consumer discretionary index
lost 3% compared to the TSX index, which
gained an aggregate of 4.6% over the same
time period.
Magna International (TSX:MG) continues to
struggle. The US makes up 66% of MG’s
production revenue. This is worrying, since US
auto seasonally-adjusted annual sales rates
(SAAR) has weakened from >18mm units
during late 2015 to <16.5mm units as of June
2016, and investors fear that long-term
declines could be approaching (never in history
has the US market sustained >17mm SAAR
levels for any amount of time). Europe makes
up 27% of MG’s production revenue, and its
auto market is structurally challenged, with
some of the lowest margins and poorest
production utilization rates globally. Brexit
further damaged Europe’s auto outlook after
the quarter’s end. Additionally, MG has only
6% of revenue sourced from Asia, the world’s
largest and fastest growing auto market. As
described, MG’s largest markets are cooling or
perpetually weak and this is impacting
valuation due to the stock’s forward-looking
outlook. However, MG’s valuation is near alltime lows (4.8x EV/EBITDA, 7.5x P/E), so
continued entry into higher growth Asian
markets, cost reduction and margin growth, or
a US SAAR rebound could benefit the equity.
We continue to hold MG, but are actively
monitoring these concerns.

cheese prices. Further, SAP’s margins are not
as strong as is global competitors; therefore,
we see the company struggling to continue to
gain market share in a commoditized pricesensitive environment. We did not elect to sell
all of our shares in the company based on
SAP’s stable cash flows and strong position
within the Canadian consumer staples sector.
If valuations further expand without growth
prospects, we would look to exit the position.
ENERGY

The TSX consumer staples capped index lost
4% of equity value lagging the TSX index,
which gained an aggregate 4.6% over the
same timeframe.

The TSX Capped Energy Index experienced a
9.75% gain over the past quarter. This quarter
saw further recovery in energy markets, as the
global supply and demand continues to
rebalance. WTI Crude briefly broke the
US$50/bbl mark in June but failed to hold as
we saw disappointing EIA numbers towards
quarter end, while U.S. rig counts began to tick
upwards. Ongoing fears about economic
upheaval in Europe are also weighing on WTI
and Brent. In light of the ongoing Brexit fallout,
the near-term price of oil remains linked to USD
strength. The strong USD in conjunction with
general risk-off sentiment has pushed WTI
Crude back down to hover near $US45/bbl. As
oil prices recovered, shale drillers are
increasingly choosing to lock in pricing through
hedging. According to a Reuters survey, 17 out
of 30 US companies surveyed increased its
hedge position in the first quarter of this year,
the most since early 2015. A potential
complication arises in that oil companies,
fearing the loss of a rally, locked in sales
approximately $10 a barrel below current
prices and breakeven levels for some
producers. These producers will be wary of
service costs rising as activity increases, which
may squeeze margins.

CPMT trimmed its Saputo (TSX:SAP) position
by roughly 50% in the quarter, harvesting
capital gains of ~28% over a ten-month holding
period. The company’s valuation, in our view,
is now rich at 25.9x earnings with growth
prospects limited due to low trending block

Aside from Brexit, several global factors have
placed additional weight on global crude
supply. Alberta’s wildfires provided a shortterm catalyst for crude prices, as we saw over
1MMbbls/d of production knocked offline. The
Alberta wildfires are expected to reduce

CONSUMER STAPLES
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Canadian Q2 GDP growth by 1.25%. However,
recent data has given confirmation that
Canadian production volume has recovered in
a fairly expedited fashion. In the MENA region,
two rival oil companies in Libya have decided
to merge, a major political breakthrough that
could see more oil return to the market. Libya’s
oil production was below 400Mbbls/d day in
May, and has hovered around that level for
more than a year. Before the civil war began in
2011, Libya was producing about 1.6Mbbls/d.
Several Libyan officials have said that output
could double in a short period of time. Conflict
in the Niger Delta destabilized Nigerian oil
production throughout the quarter. The Niger
Delta Avengers, a terrorist group, have
resumed attacks on the oil industry, causing
huge supply outages in Nigeria. Estimates
vary, but Nigeria has lost approximately
900Mbbls/d in supply outages in recent
months. After a ceasefire, pipelines and oil
wells saw repairs, and Nigeria managed to
bring nearly half of their production back online,
with hopes of a return to full capacity of
2.2Mbbls/d in July. The Avengers struck two
Chevron sites, and also pulled off three attacks
against pipelines owned by the Nigerian
National Petroleum Corporation.

NYMEX gas rallied to near US$3/mmbtu at the
end of June, on strong drawdowns in storage
and increased gas-fired power demand. 26%
Bcf/d power burn is a record high level for this
time of year, and US exports of natural gas
have now doubled 2012 levels. Working gas
storage is still more than 600bcf higher than the
5-year average. While rising exports and
continued high temperatures in the U.S. will
help to tighten the balance, higher power
generation switchover from coal to gas will still
be needed to avoid an oversupplied market
heading into the winter withdrawal season.

After rallying up from around US$35/bbl in
April, it is now clear that the next upswing for
crude must come from the demand side of the
equation. The macroeconomic demand outlook
remains murky for energy markets. Fossil fuels
only made up about 81.5 percent of the total
energy consumption in the United States in
2015, the lowest total in the past century.
Despite the rapid deployment of renewable
energy and electric vehicles expected in the
years ahead, the EIA still sees fossil fuels
dominating the energy landscape. By 2040,
fossil fuels will only see its market share fall to
76.6 percent. That said, effects of public policy
and innovations such as the electric car may
see changes in trends occur sooner than
expected.

Within the first two quarters of 2016, total gross
impaired oil and gas loans for the Big Six
Canadian banks have increased fourfold times
the previous amount, with the banks increasing
their provisions for loan losses by over 55% in
comparison to the first two quarters of 2015.
The major cause for this increase is due to the
banks’ direct lending to the oil sector and the
wearying balance sheets of the E&Ps. This
direct lending makes up on average
approximately 2% of total loans. We are
confident that both CPMT’s holdings, TD and
Scotiabank, will weather the storm, as TD has
the lowest direct energy exposure at 1.2% of
total loans. However, Scotiabank has the
highest exposure at 3.4% with 60% of its
energy loans at an investment-grade rating.

On the natural gas front, we’ve seen stronger
demand this quarter due to exceptionally warm
weather in the US, driving prices higher.

It is always important to examine the financial
sector from a global perspective, and the Brexit
referendum in the UK will certainly affect

FINANCIALS
The S&P/TSX Capped Financial Index lost
~0.10% this quarter, a significant drop
compared to the 2.47% return last quarter.
Factors contributing to the underperformance
include stressed oil prices leading to sectorwide increases in energy loan loss provisions
and the current low interest rate environment in
the US and Canada. The results of Brexit have
also created waves in international markets,
with the S&P/TSX Capped Financial Index
giving up 2.11% between market close and the
opening Monday after the weekend of the
referendum.
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Canadian financial institutions to some degree.
However, the effects and aftermath of the
referendum will be significantly more muted in
Canada with the process is likely to be long and
drawn out. We expect the UK to begin official
negotiations to leave the EU in October. While
financial centers such as Frankfurt are
supportive of the UK maintaining Single Market
access, the French government is insistent on
UK financial services losing such a privilege.
Uncertainties about the new economic
relationships in the region will likely result in
sterling depreciation and a deceleration in the
UK economy. Risk aversion in financial
markets will likely exercise downward pressure
on Canadian government bond yields, and
while the CAD may appreciate against GBP,
demand for less risky assets and weigheddown commodity prices as a result of Brexit will
likely result in the CAD depreciating relative to
USD. The race for safe-haven assets may
actually benefit Canada however, as about 8%
of the TSX is comprised of gold & silver stocks.
Although the UK is a major trading partner of
Canada, the slowdown of the UK economy will
likely not significantly affect the overall
Canadian economy, as exports to the UK are
just 3.5% of total Canadian exports.
The BoC announced mid-July that the
overnight rate target will be maintained at
0.5%, and will likely keep monetary policy
accommodative well into 2017. Both the Fed
and the BoC may hold the overnight rate stable
for longer than previously estimated.
Global equity funds suffered from substantial
redemptions due to Brexit as well, with
investors pulling $3.3bn out of global equity
ETFs on the day before the referendum, and
an outflow of $5.6bn the following Monday.
Although it was not enough to overcome the
previous outflows, investors returned $1.6bn to
the funds Tuesday June 28th as a result of
looking to take advantage of bargain prices, or
shifting to less risky indices.

Canadian Big 6 Banks Quarterly Performance
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HEALTHCARE
The S&P/TSX Capped Healthcare Index fell
9.23% over Q1 2017. The rate at which health
spending has been growing is expected to slow
over the next couple years, largely due to costcutting efforts. The previous healthcare
spending agreement put in place by the
Conservative government enforced a 6%
increase in the federal health transfer to the
provinces until April 1, 2017. After that date, the
healthcare transfer will be cut to an annual
minimum increase equivalent to Canada’s
GDP or three per cent, whichever is greater.
Although Canada’s aging population demands
more healthcare spending the Health Minister,
Jane Philpott, does not believe that a
continuous increase in expenditures will
improve the healthcare system. For this
reason, Philpott is pushing Trudeau’s
government to amend the agreement by the
end of 2016.
CPMT holding Concordia International (TSX:
CXR) showed extreme volatility over the
quarter, finishing down 15.92%. The volatility
was a result of both the Brexit vote and
takeover rumors by Blackstone Group LP
(NYSE:BX), which later fell through causing a
sharp decline in the share price. On May 12,
Concordia entered into an agreement to
acquire four products and the associated
global rights to add to the Company’s diverse
product mix. Concordia announced positive
first quarter results, with a significant increase
in revenue and adjusted EBITDA over the
same period last year. To add to the volatility,
the Brexit vote took a significant toll on the
share price, as Concordia has the highest
10

exposure to the British Pound among
Canadian companies with ~40% of its revenue
being generated in the U.K.
CPMT holding Knight Therapeutics Inc. (TSX:
GUD) performed well over the quarter, finishing
up 5.87%. Since April, Knight entered an
exclusive distribution agreement with EMPA
Healthcare LLC to commercialize “Neuragen,”
a topical natural health product that treats
patients experiencing peripheral nerve pain.
Management continues to secure profitable
licensing and secured loan agreements while
maintaining a strong balance sheet with no
debt and $645 million in cash and equivalents.
Knight also completed a bought deal of
common shares including the exercise of the
over-allotment option for $230 million that
management can deploy to make acquisitions.
On the Q1 2016 conference call, Knight
management indicated that roughly 80
transactions are within their scope over the
following two years.
INDUSTRIALS
The S&P/TSX Capped Industrials Index rose
by 3.5% over FQ1 2017. According to the data
released by Statistics Canada, Canada posted
a $3.3 billion trade deficit. As a result of the
lackluster performance in exports, the
manufacturing sector lost 13,000 jobs in the
month of June and about 30,000 jobs during
the past year. The CPMT believes the lack of
demand in China and meager economic
growth in Europe will be factors that need to
improve in order for the industrial sector to
grow at a faster rate.
On the other hand, the ongoing construction
activities during the summer months are
expected to increase demand for construction
related goods and services. The Purchasing
Managers’ Index (PMI) has historically spiked
during the same period due to this increase in
construction activity. Therefore, the CPMT
believes that the Industrials sector will
demonstrate modest growth over the shortterm as Chinese demand remains weak and
infrastructure spending in the Canadian

economy is not expected
significantly in the short-term.

to

increase

Despite some negative macroeconomic
indicators and sentiments, the CPMT remains
constructive on the portfolio’s core industrial
holdings. The sector’s diversity allows for the
team to seek out unique opportunities that
have upside in a variety of economic
conditions. Among the best performing names
is Ritchie Bros. (TSX:RBA), which returned
23.90% over the quarter. This is credited to its
exposure to operations beyond Canada’s
borders and the company’s unique business
model, which has leverage to several different
sectors of the global economy. The name that
experienced the greatest downside was
Canadian National Rail, which was down
6.07% over the quarter. The stock was
impacted by a downward adjustment to bottom
line guidance.
INFORMATION TECHNOLOGY
Over the second fiscal quarter the S&P/TSX
Capped IT Index performed well behind the
broader index, dropping 5.6%. The result can
be explained by the international nature of
Canadian technology companies coinciding
with the Brexit vote, the cycling of capital out of
IT and into other sectors as they have
improved, and a gradual roll down of tech
company valuations closer to its 10-year mean
EV/EBITDA of ~18.2x.
The Brexit referendum results are at the top of
headlines for the markets with uncertainties far
from stopping short at how it may affect the IT
sector and companies from Canada operating
in the EU. CPMT holding CGI Group
(TSX:GIB.A) was brought to the market’s
attention as a large part of CGI’s success has
been generated through European market
exposure. As a whole, about 15% of its
revenues are sourced through the U.K. and
40% from the EU, leading to uncertainties as to
what a Brexit might mean for companies in a
similar position. It is important to note that for
all IT Outsourcing firms, contract work is signed
over longer time periods, where those with
11

strong customer relationships and reputations
for success (which, we believe, CGI carries in
the highest regard globally) are likely to
continue winning business from government
clients through market conditions. Additionally,
there is upside potential for firms that may be
looking to acquire targets in the U.K. as
valuations have compressed on currency
translation alone.
On that note, Constellation Software
(TSX:CSU) is worth highlighting given its
GBP£44mm bid for Bond International, an HR
Software firm, which rejected CSU’s offer of a
13% premium over its trading price. CSU owns
~30% of the company through a subsidiary
(CSU’s President owns ~3% of Bond
International personally), though Bond
International’s Board believes the rest of its
investors will be rewarded more handsomely
through plans to divest a number of its
operating divisions.
While the sector has suffered over the past
three months as a whole, we remain confident
in our belief that the sector will grow at a higher
rate than companies in other sectors, as it has
over longer periods of time. While we continue
to evaluate our current holdings and potential
additions, our focus will stay true to investing in
companies with a defensible business, free
cash
flow
growth
and
experienced
management.
MATERIALS
The S&P/TSX Capped Materials Index
returned 24.58% over FQ1 2017, which was
the best performing sector in the TSX. The
materials sector has seen a run up spurred by
the rise in gold prices due to a weaker global
economic outlook and uncertainty surrounding
the U.K.’s recent vote to exit from the EU. A
lower supply from China and the U.S. of overall
base/bulk materials has created a positive
effect on prices in this quarter, which is
reflected in the materials index return.
Potash prices have continued to show
weakness over the quarter and in the near
future the downward trend may continue. In

late June, a contract was negotiated between
the state owned Belarusian Potash Company
and India, in which the Belarus Potash
company will supply Potash to India for $227
USD per tonne, compared to $332 USD per
tonne a year ago. This low price environment
significantly impacts the top line growth of
CPMT’s holding Agrium (TSX: AGU).
Stella Jones (TSX: SJ) signed a definitive
agreement to acquire Lufkin Creosoting and
Kisatchie. Both of these companies produce
treated poles and timbers which may add
~US$86 Million of incremental annual revenue
for Stella Jones.
CPMT holding CCL Industries (TSX: CCL.B)
also made an acquisition over the quarter as
they acquired a private German label
company, Eukerdruck. This synergistic
acquisition provides CCL Label with an
additional estimated ~$5.6 million in EBITDA.
With this acquisition, CCL label increases their
presence in Europe, which may not play out
well due to the recent decrease in investor
confidence in the area as a result of Brexit.
TELECOMMUNICATIONS
The S&P/TSX Capped Telecommunication
Services Index gained 4.9% over the past three
months. The relatively rare occurrence of
consolidation in the Telecom sector took place
this quarter after Bell (TSX:BCE) made a
friendly bid for Manitoba Telecom (TSX:MBT)
totaling $3.9B. Telus (TSX:T) will acquire onethird of the company’s ~500,000 subscribers in
effort to conciliate the Competition Bureau.
Though rare for the sector, the transaction was
preceded by Shaw’s (TSX:SJR.B) acquisition
of Wind Mobile in December. Two acquisitions
in a six-month period is hardly a trend,
however, the fact that Canada’s largest media
companies have invested heavily into the
wireless business is a telling sign of the state
and future expectations for the wireline,
television, and broadband market in the
country. The fact that the MBT acquisition
came only after it sold Allstream, its wireline
subsidiary, is further telling. This is part of the
evidence to support our belief that the wireline
12

and television business will not perform well in
the future, lagging the growth of the wireless
business.
Prices for services offered by Canada’s media
and telecom providers have continued to
increase, implicating purchasing decisions for
subscribers in a post-recessionary period.
According to The Conference Board of
Canada, constrained job prospects and high
levels of indebtedness are making it difficult for
Canadians to increase their spending on
telecommunications services. To keep
spending under control, we believe consumers
are most likely to choose wireless data
services as the top priority.
The oligopolistic characteristics of Canada’s
telecom sector will allow carriers to continue
pricing wireless plans comparatively higher
than other OECD nations, boding well for
mobile-centric carriers such as Telus. As at the
end of this quarter, Telus remains in top
position when measuring the average revenue
per user (ARPU) among the Big 3 at $63.08, in
addition to the lowest churn rate of 0.97%,
affirming our decision to hold the company in
the portfolio.

UTILITIES
Over the past fiscal quarter, the S&P TSX
Capped Utilities Index gained 5.88% over the
quarter outperforming the general index. As the
Canadian and global equity market continue to
be subject to volatility driven by slowing
economic growth and political instability,
utilities continue to be perceived as a safe
haven where investors can find stability and
attractive yields.
Another key factor driving the performance of
utilities is the adjustment of the US interest rate
trajectory. As the Federal Reserve is placing a
heavier emphasis on the health of the
international economy when determining
interest policies, the committee has elected to
dial back the schedule of interest rate hikes.
This has helped capital intensive and interest
rate sensitive stocks outperform their
respective indices.
This flight to safety has helped Alberta-based
power producers close the gap on its eastern
peers. Over the past year, the overhang of an
NDP government and environmental reform in
the province has caused names like TransAlta
and Capital Power to drastically underperform
its non-Alberta exposed peers. However, over
the last quarter the tailwinds generated by
general market volatility and recalibration of
American interest rates have caused an inflow
into the utilities sector as a whole.
The CPMT currently only has minimal
exposure to the utilities sector through the
fund’s small XIC ETF holding. The CPMT
continues to favour the Eastern Canadian
utilities, but as the regulatory overhang in
Alberta clears and interest rates south of the
boarder start to rise, the team will begin to dig
into Alberta’s utilities as their long term
operating conditions begin to solidify.
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Cameco Corp.
Energy
TSX: CCO
Investment Review: Hold
Continued Low Uranium Price Environment
The largest challenge Cameco faces is the current state of the Uranium
market. Since the 2011 Fukushima Nuclear disaster, the price of Uranium
has dropped off significantly, falling to a low of ~$26/lb. Currently, the price
sits at $26.50/lb, down from ~$36/lb a year ago. Demand for nuclear fuel
has struggled to gain footing over the last few years as a result of a lack of
nuclear reactors placed in operation. A possible catalyst for Uranium
Return on Investment
demand in the upcoming years is the challenge for China and India to
Current Share Price
$14.19 supply their ever-growing population with electricity. Asia is a large market
Dividend Yield
2.86% for Cameco comprising of ~50% of its contracted uranium sales.
Target Price
$17.00
Ramping Up Production at Cigar Lake
Holding Period Return
20%
Over the last quarter, the Canadian Nuclear Safety Commission (CNSC)
approved an increase to the annual licensed production capacity limit at
Market Profile
the McClean Lake mine, majority owned and operated by AREVA
52 Week Range
$13.90 - $19.32 Resources Canada Inc. (AREVA). This will allow Cameco to boost its
production at Cigar Lake as McClean Lake processes Cameco’s Cigar
Shares Outstanding (000's)
395,790
Lake Uranium production for export. The Cigar Lake annual production is
Average Daily Volume (000's)
950 now expected to reach 18 million pounds by 2017, or 9 million owned by
Market Capitalization ($mm)
$5,537 Cameco through its 50% working interest.
Net Debt ($mm)
$1,423
Enterprise Value ($mm)
$6,962 Shutting in Rabbit Lake Production
In April of 2016, Cameco announced that it would shut down operations at
Beta
1.43 the Rabbit Lake facility in Saskatchewan, cutting about 500 jobs in the
June 30th, 2016
George Huang, Fund Manager
Babbal Brar, Research Associate
Erick Noh, Research Associate

Estimates
Revenues ($mm)
EBITDA ($mm)
EBITDA Margin
EV/EBITDA

2015
$2,754
$871
32%
8.0x

2016E
$1,957
$579
30%
12.0x

2017E
$2,269
$634
28%
11.0x

process. CEO Tim Gitzel commented that current market conditions are
making operations at Rabbit Lake uneconomic. Rabbit Lake is currently in
a “safe care & maintenance state” which can resume production when
market conditions recover. In addition to the Rabbit Lake mine shutdown,
Cameco has curtailed production at its U.S. operations for similar reasons.
It will cost $35 million in maintenance capital for Rabbit Lake, with such
measures expected to reduce result capital expenditures for 2016 by $48
million.

Historical Trading Performance
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$15
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Reasons to Sit Tight
7,500 Cameco still has a solid balance sheet, sporting ~$200m in cash and a
lesser amount of debt. Its long-term debt accounts for ~20% of its current
6,000 capital structure, currently operates with a debt-to-EBITDA ratio of 2.3x
(TTM) and an interest coverage ratio of 2.1x (TTM). This is an advantage
4,500 for Cameco considering the capital intensive nature of the mining industry.
In addition to this, Cameco’s Cigar Lake operation produces some of the
3,000 highest grade Uranium in the world which sells for a premium over spot
prices. Although the operational changes that Cameco has made this
1,500 quarter decreased annual production guidance from ~30 million lbs of
Uranium to ~25.7 lbs, Cameco is nonetheless in a strong position to take
advantage of the longer-term upside of the uranium market.
0
Jun-16

Source: Bloomberg, CPMT estimates
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Appendix I.

Cameco VS Uranium Spot Prices
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Appendix II.
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Sensitivity Analysis
LT Uranium Price
$40
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$70
$8.25 $13.34 $18.44 $23.53
$7.84 $12.73 $17.62 $22.51
$7.46 $12.15 $16.84 $21.53
$7.10 $11.60 $16.10 $20.61

8.50% $6.75

$11.08

$15.40
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$80
$28.63
$27.39
$26.22
$25.11
$24.05
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Canadian National Railway
Industrials
TSX: CNR
Investment Review - Hold

June 30, 2016
Ian Gott, Fund Manager
Rebecca Wang, Research Associate
Return on Investment
Current Share Price
Target Price
Dividend Yield
Holding Period Return

$76.29
$81.00
1.97%
8%

Market Profile
52 Week Range
Shares Outstanding (000's)
Average Daily Vol (000's)
Market Capitalization ($mm)
Net Debt ($mm)
Enterprise Value ($mm)

Estimates

2015

Revenue ($mm)
EBITDA ($mm)
EBITDA Margin
Net Income ($mm)
EPS
EBIT ($mm)
EBIT Margin

$66.62-$83.81
777,160
1,292
$59,290
$9,949
$69,239

2016E

2017E

$12,611 $12,944 $13,493
$6,424 $6,602 $6,805
51%
51%
50%
$3,538 $3,490 $3,718
$4.39
$4.42
$4.71
$5,266 $5,316 $5,531
42%
41%
41%

Historical Trading Performance
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CEO Turnover
CNR announced that President and CEO Claude Mongeau will be stepping
down from his position at the end of June due to health reasons. Mongeau
had his larynx removed last fall due to a pre-cancerous tumor and was
absent for a 5 month long medical leave, during which Luc Jobin, the
incoming CEO, manned the helm. Mr. Mongeau drove the company
forward in its noteworthy business transformation. Mongeau was with CNR
for 22 years, 11 of those as CFO and 6 as CEO, in addition to various other
senior level positions. He turned CN into a modern railroad company,
combining operational discipline with a focus on marketing. When
Mongeau took over the top leadership position at CN in the first quarter of
2010, CN’s operating ratio fell from 69.3% to 58.9%, showing drastically
increased efficiency.
Jobin, previously CNR’s CFO, was unanimously appointed by the Board of
Directors as Mongeau’s successor, effective July 1st. Jobin has a wide and
varied breadth of experience, joining CN as CFO in 2009 after holding
several senior executive positions at Imperial Tobacco, Power Corp. &
Imasco. Jobin has a reputation as a highly respected and battle-tested
executive, and is viewed as a strong selection to continue the leadership
behind at CN.
In addition to Jobin’s recent appointment, CN Rail has promoted a new
CFO to fill the vacated seat, as well as a new COO. While this may usually
be a significant event, the people hired into these roles have been with the
company a number of years leading us not to expect material changes in
CN’s strategic direction or operations. Ghislain Houle, the new CFO, has
been with CN since 2009 and was previously the company’s Corporate
Comptroller. Mike Cory, the incoming COO, was most recently the Senior
VP of CN’s largest region and has been with the company for 36 years,
beginning as a laborer in Winnipeg.
We view these internal promotions in a positive light, with the perspective
that experienced internal hires better understand the ins and outs of their
specific company, and are able to take on their new roles with minimal
interruptions in operations and employee engagement. While the market
was expecting Mongeau’s return to be more long-term, analysts do not
have concerns about the company’s continued ability to carry on
operational efficiency and strategy. No disruptions are expected, with an
strong Board of Directors and executive team in place at CN. Mongeau will
remain available to assist with the transition.

0
Jun-16
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goeasy Ltd.
Consumer Discretionary
TSX: GSY
Investment Review - Hold

June 30, 2016
Bryton Hewitt, Fund Manager
Babbal Brar, Research Associate
Return on Investment
Current Share Price
Dividend Yield
Target Price
Holding Period Return

$17.99
2.78%
$23.00
31%

Market Profile
52 Week Range
$14.59 - $21.84
Shares Outstanding (000's)
13,541
Average Daily Vol (000's)
26
Market Capitalization ($mm)
$244
Net Debt ($mm)
$205
Enterprise Value ($mm)
$449
Beta
1.22
Estimates
Revenues ($mm)
EBITDA ($mm)
EBITDA Margin
EPS
EV/EBITDA
P/EPS

2015
$304
$57
18.6%
$1.75
7.9x
10.3x

2016E
$371
$80
21.5%
$2.81
5.6x
6.4x

2017E
$455
$110
24.3%
$4.34
4.1x
4.1x

Historical Trading Performance
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Source: Bloomberg, CPMT estimates

Investment Thesis
1) easyfinancial Expansion: Since 2011, easyfinancial has grown revenue
and its loan book by a 57.0% CAGR and net income by a 65.0% CAGR,
all while lowering its net charge off percentage by 1.6% per year over
the same time frame.
2) Delivery Channel Expansion: 50.0% of new loans originate online, GSY
added 64 locations in 2015 and more locations are anticipated for
2016/17, and GSY recently partnered with Leon’s Furniture (July 2015)
and Sears Canada (March 2016) to get point-of-sale financing terminals
in over 400 Leon’s, The Brick, United Furniture Warehouse, and Sears
Canada locations (ongoing implementation).
3) Operating Efficiency: GSY’s growing online and point-of-sale delivery
methods are inherently less operationally levered than brick-and-mortar
stores, and will lead to higher gross margins. Margins are expected to
move from 30.8% to 35.0% by 2018 due heavily to this aspect.
Due to the questions raised at the previous quarterly presentation, this
investment review serves to analyze CPMT’s investment decision, and
assess the thesis and governance questions behind holding GSY.

Review of Questions Raised
Ethics behind owning a sub-prime lending and leasing company
 goeasy has partnered with the Boys and Girls Clubs (BGC) of Canada
since 2004. Within this partnership, GSY has donated over $2.5mm to
the “easybites” joint-initiative which added kitchens to all BGC locations
throughout Canada, among other charitable donations to BGC.
 Operationally, GSY is moving to slightly larger loans, and more credit
stable lending, and is not predatory in nature.
 GSY has a 97.0% customer satisfaction rating (>700 reviews)
FinTech’s potential to be a market disruptor
 GSY has a lending B2C site which generates 48.0% of all current loan
applications. Thus, GSY is becoming a direct FinTech competitor.
Regulatory risk in the industry for sub-prime lenders
 The industry is limited to a 60.0% maximum loan annual interest rate,
and must comply with multiple rules regarding payment collection, APR
calculation, and electronic direct marketing
 GSY is compliant with all current regulations
 GSY is not predatory and does not anticipate stricter regulations

Conclusion
After this re-evaluation, the CPMT re-affirms its original investment
thesis and has elected to maintain its 1.0% portfolio weighting of GSY.
This position will be actively monitored for new risks or developinments.
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Exhibit I.
Discounted Cash Flow Analysis
($mm unless specified)
PV of UFCF
PV of Terminal Value (4.0x EV/FCFF)
Enterprise Value

$227
$297
$524

Less: Net Debt
Equity Value
S/O

$205
$319
13.56

Target Price (per share)
WACC

Cost of Equity
Size Premium
Cost of Debt
Beta
Market Risk Premium
Equity Value / EV
Debt Value / EV

$23

9.42%
2.00%
7.95%
1.22
5%
55%
45%

WACC
8.53%
P/E Relative Valuation
(per share unless specified)
Peer group 2016E P/E
10.1x
2016E EPS
$2.81
Valuation
$28
Target Price
$28
EV/EBITDA Relative Valuation
($mm unless specified)
Peer group 2016E EV/EBITDA
2016E EBITDA
Valuation
Present Value (at WACC)
Less: Net Debt
Equity Value
S/O (mm)
Target Price

6.2x
$80
$494
$455
$205
$250
13.56
$18

Exhibit II.
Cumulative Return
Price Weight
DCF
$23
50%
EV/EBITDA Relative Valuation
$18
25%
P/E Relative Valuation
$28
25%
Blended Target Price
$23
Current Price
$17.99
Dividend
$0.50
Holding Period Return
31%
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OpenText Corporation
Enterprise Software
TSX: OTC
Investment Review - Hold

June 30, 2016
Daniel M organ, Fund M anager
Daniil Zhigatov, Research Associate
Return on Investment
Current Share Price
Dividend Yield
Target Price (USD)
Target Price (CAD)
Holding Period Return

Business Description
OpenText (TSX:OTC.TO) has performed well since added to the CPMT
Portfolio in January of 2016 and has been among the strongest performers
in the past quarter. The company has shown its ability to deliver on its
promises regarding the latest version of its software (Suite 16) in addition
to carrying out a diligent and patient approach to acquisitions. Its valuation
$81.47 has climbed closer to our initial price target, though our analysis of the
0.98% company’s fundamentals supports our conviction to continue to hold the
company and raise our price target to $83.00.

$64.00
$83.00 Recent Acquisitions
2.9% In April of this year, OpenText began a spate of acquisitions totaling
USD$745 million (each detailed below). As we had anticipated in our fiscal
Q3-2016 Report, OpenText would be moving to consolidate players in the
M arket Profile
EIM space, with an appetite for targets offering cloud-based services for
52 Week Range
$81.77-$48.00
data analytics and digitization. While management emphasized around
Shares Outstanding (000's)
121,159 one year ago that it intended to be cautious valuation-wise on targets, it
Average Daily Vol (000's)
261,459 appears that this approach has been carried out as valuations for software
Market Capitalization ($mm)
$9,871 co.’s has cooled down. In sum, the acquisitions offer a positive impact on
Net Debt ($mm)
$910 earnings, as well as the potential for additional future prospective product
offerings to OpenText customers. We expect further acquisitions to be
Enterprise Value ($mm)
$10,780
made by OpenText with $1.5 billion in available liquidity and have full
Beta
1.10 confidence in management’s ability to diligently select and integrate targets
at the right valuation in light of recent transactions.
Estimates
2015
2016E 2017E
Revenues ($mm) $1,852 $1,784 $1,927 HP Inc. Customer Experience Software Assets | April | USD$170 Million
OpenText acquired a suite of customer engagement software products and
EBITDA ($mm)
$589
$592
$617
a platform for the management of web content from HP as the seller makes
EBITDA Margin
31.8%
33.2%
32.0% an effort to divest assets in its change in strategic direction. OpenText
EPS
$1.92
$2.11
$2.38
acquired six different software suites to complement its Customer
Experience Management and Cloud offerings, paying a sales multiple of
EV/EBITDA
18.3x
18.2x
17.5x
around 2x.
Historical Trading Performance
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Source: Bloomberg, CPMT Estimates

ANX | April | USD$100 Million
Acquired at a 3x sales multiple, ANX offers information and payment
exchange software secure from cyber-attacks. Current customers are
primarily in the Healthcare and Automotive industries, providing further
diversification for OpenText. More importantly, the program’s source code
may have potential to be re-engineered into other software in addition to
offering cross-sell opportunities in other industries under OpenText.
Recommind | June | USD$160 Million
Building onto OpenText’s focus on adding analytics capabilities since
acquiring Actuate over one year ago, Recommind’s three products
generates insights from both unstructured and structured information from
document databases. Acquired at around 2x sales, we see this acquisition
as OpenText’s best thus far in 2016 with regards to its corporate strategy.
Recommind’s SaaS model ties in well with where OpenText is moving with
its own software, with the financial advantage of immediately accretive
profits.
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HP Inc. Customer Comm. Management Assets | June | USD$315 Million
OTC dived into the HP bargain bin for a second sizable acquisition this
year. OpenText expects this acquisition to complement OpenText
StreamServe, OpenText MediaManager, OpenText TeamSite, and
OpenText MediaBin, and allow OpenText to better serve its customers by
offering a wider set of CCM capabilities in areas including authoring,
workflow and composition for multichannel document presentment and
interactive communications.

Suite 16 – The Sweet Taste of Blue Carbon
In March of this year, OpenText launched its most recent software
services, Suite 16 and Cloud 16, the fruit of the company’s product
development strategy, dubbed Blue Carbon. Each Suite offers five core
services including management tools for Enterprise Content, Processes,
Customer Experience, as well as Analytics tools. Both releases of the
content management software allow for enterprises to store and access
information as it did on previous versions, though it now offers deep
integration with other enterprise management software (such as SAP and
Oracle), security enhancements, and an improved user interface, both on
premise and in the cloud.
Suite 16 deserves to be highlighted not only as the vehicle of organic
growth, but for the company’s management and software engineers to
integrate acquisitions. The software’s Analytics tools are the product of the
Actuate acquisition in January of 2015. OpenText previously lacked
analytics tools, a fast growing space in IT, though now offers its users the
ability to analyze and visualize a broad range of data, without the need to
purchase and migrate to a separate solution.

Large Competitor Up for Sale – Documentum
As Dell undergoes its integration of EMC, it placed EMC’s Enterprise
Content Management software business up for sale in April of this year.
The keystone of the division is Documentum, a software similar to
OpenText’s with a broad customer group. OpenText is unlikely to bid on
the asset given that the software is quite different to its own in construction,
let alone potential scrutiny by anti-competitive authorities. The largest
threat from this development is SAP’s acquisition of the software, though
this is unlikely given its own customer’s deep integration and partnership
with OpenText. The sale is ultimately positive for OTC on the basis that
Documentum will need to receive continued investment in its development,
which is already beginning to slow down. According to EMC’s most recent
financial statements, the division is already suffering falling revenues and
margin compression.
After research on IT professional forums and review websites, it appears
that the competitive edge is awarded to OpenText for its easier integration
with existing systems (likely due to the ubiquity of SAP) and user-friendly
interface.
Who may buy the software is still in speculation, though a larger software
company or private equity firm is the likely bidder.
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Acquisitions = Debt Additions
While OpenText has satisfied investors in keeping its word on acquiring
technology at low multiples, the company has noticeably taken on more
debt. As shown in Exhibit I, at the end of the company’s last fiscal quarter
OTC’s debt to Equity is now at 85x, a noticeable jump over the past 5 years
and leaping past its peer group. Although, we are generally averse to firms
with growing debt, we intend to monitor its liquidity over the coming
quarters and will make a decision on whether or not we should continue
holding the company.
Valuation
In consideration of the company’s acquisition strategy, which is yet to fully
play out over the next year, as well as the potential for organic growth noted
in our research on Suite 16, we have updated our discounted cash flow
model accordingly. After the company posted a slower third quarter, we
expect the company to grow revenues 3% in 2016, 8% in 2017 and 2018
(half from acquisitions), and 5% in the following two years (2% from
acquisitions). As shown in Exhibit II, OpenText’s transition to Cloud
services has expanded EBITDA margins over the past year to ~33%,
though we maintained a 32% assumption in our forecasts. After adjusting
for the USD$550 million IRS tax liability, the target price has been adjusted
to $83. However, if the tax liability is erased or lowered by the courts, the
intrinsic value of OpenText is worth $89/share, representing a return of
~9%.
To compare OTC relative to its Canadian and US peer group, we have
included an analysis of the EV/EBITDA for the past 10 years in Exhibit III.
As shown, OpenText is still under its historical high of 15.8x, now trading
at 13.0x. This analysis, coupled with what we believe are strong
fundamentals, leads us to the conclusion that OTC remains undervalued,
particularly against its Canadian peer group.
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Exhibit I.
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Exhibit II.

Revenue Segments
34%
33%
32%
31%
30%
29%
28%
27%
26%
25%

EBITDA Margin

$2,000
$1,800
$1,600
$1,400
$1,200
$1,000
$800
$600
$400
$200
$0

Professional service
and other
Customer support
Cloud services and
subscriptions
License
EBITDA Margin

Exhibit III.
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Ritchie Bros. Auctioneers
Industrials
TSX: RBA
Investment Review - Hold

June 30, 2016
Hashim Chawdhry, Fund Manager
Dan Cassino, Research Associate
Mahad Nadeem, Research Associate
Return on Investment
Current Share Price
Dividend Yield
Target Price
Holding Period Return

$43.66
2.66%
$55.00
29%

Market Profile
52 Week Range
$29.73-$46.04
Shares Outstanding (000's)
107,494
Average Daily Vol (000's)
190
Market Capitalization ($mm)
$4,693
Net Debt ($mm)
($267)
Enterprise Value ($mm)
$4,426
Beta
0.81
Estimates
Revenues ($mm)
EBITDA ($mm)
EBITDA Margin
EPS
EV/EBITDA

2015
$516
$204
39.5%
$1.21
16.9x

2016E
$608
$238
39.1%
$1.32
18.6x

2017E
$660
$282
42.8%
$1.66
15.7x

Historical Trading Performance
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Original Investment Thesis
CPMT’s original investment thesis behind purchasing Ritchie Bros. was
centered on Ritchie Bros.’ dominant position within the global industrial
auction space. Due to the nature of Ritchie Bros.’ business, the CPMT held
conviction that the company would be able to continue to grow throughout
the business cycle. The team also looked favourably upon the network
effect garnered by the company’s large global footprint. From a valuation
standpoint, Richie Bros. was supported by a reasonable valuation and a
strong balance sheet.
Operational Update
In the face of continued commodity price volatility, especially oil and gas,
Ritchie Bros has set many corporate as well as, auction records since the
CPMT purchased the shares.
Since the last update, Ritchie Bros. reported a record first quarter where
the company achieved $1 billion in auction proceeds for the first time. This
was accompanied by a 17.8% and 26.0% growth in registered bidders and
buyers respectively. Consistent with the CPMT’s original investment
thesis, Ritchie Bros. operations have grown even as many sectors of the
global economy have seen a dramatic slowdown, year over year. The
continued struggles in Canada’s mining and energy sectors have provided
Ritchie Bros. with a tailwind as the company saw lot volumes rise 28.3%,
year-over-year in the first quarter and diluted EPS jumped 23%. This was
likely driven in part by the need for commodity E&P companies’ need to
scale back operations and shore up their respective balance sheets.
Another key metric core to Ritchie Bros.’ expansion strategy is its online
auction sales. In the first quarter of 2016, the company generated $448.8
million from its online platforms. This represents an 11% growth compared
to the same period during 2015. Continued expansion of Ritchie Bros.’
online presence will help the company more efficiently scale up as its
global footprint continues to expand.
Another indicator of the success of the company’s online expansion are
the results from its Q2 Edmonton auction, the largest Canadian auction in
the company’s history where a record 58% of the general auction proceeds
were generated from online sales.

Catalysts for Future Growth
The CPMT team sees Ritchie Bros.’ expanding digital strategy as a
cornerstone to the company’s continued long term growth. This strategy
continues to gain momentum within Ritchie Bros. The CPMT expects to
see slight margin expansion as the physical auction process scales back
and cost savings are realized as a result.

Source: Bloomberg, CPMT Estimates
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Risks
Although Ritchie Bros. has proven that it has the capability to grow in both
bullish and turbulent macroeconomic conditions, there is always the risk
that with each commodity price cycle introduces different fundamental
drivers which may affect the operating results of equipment auctioneers
like Ritchie Bros. The CPMT is aware of this possibility but, due to Ritchie
Bros.’ superior disclosure with results published by auction and on a
monthly basis the CPMT is confident that the team will be able to stay up
to date with the effects of macroeconomic events on Ritchie Bros.’ line of
business.
Another risk to highlight is the foreign exchange risk that comes with the
company’s global operations. Ritchie Bros. reports results in USD. Given
this and CAD’s strong correlation to the oil price, a further drop in
commodity prices would adversely affect the firm’s top line as Canadian
revenues would shrink when translated for reporting. Once again, the team
would like to highlight the superior management track record and
disclosure policy.

Conclusion
Despite the run up in the stock price, the team maintains a bullish outlook
for Ritchie Bros. as a holding within the portfolio. The original investment
thesis continues to play out and the team sees sufficient future catalysts to
maintain our position. We maintain our conviction of 3 and $53 target price.
Exhibit I.
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Saputo Inc.
Consumer Staples
TSX: SAP
Investment Review - Trim
June 30, 2016
Bryton Hewitt, Fund Manager
Babbal Brar, Research Associate
Return on Investment
Current Share Price
Dividend Yield
Target Price
Holding Period Return

$38.83
1.39%
$40.00
4%

Market Profile
52 Week Range
$28.43 - $42.50
Shares Outstanding (000's)
392,579
Average Daily Vol (000's)
548
Market Capitalization ($mm)
$15,244
Net Debt ($mm)
$1,222
Enterprise Value ($mm)
$16,466
Beta
0.54
Estimates
Revenues ($mm)
EBITDA ($mm)
EBITDA Margin
EPS
EV/EBITDA
P/FCF

2016
2017E 2018E
$10,991 $11,566 $12,806
$1,174 $1,452 $1,702
10.0% 12.6% 13.3%
$1.53
$2.20
$2.67
14.0x
11.3x
9.7x
23.0x
23.4x
17.6x

Historical Trading Performance
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Original Investment Thesis
 SAP has an experienced and committed management team, a healthy
balance sheet, a clear path to growth in EPS and CFPS, a sustainable
dividend supported with a strong free cash flow outlook.
 SAP has a competitive advantage with its robust global supply chain,
utilizing relationships with farmers and partners that allow it to produce
and manufacture efficiently on an international scale.
 SAP to benefit from the changing demographics in foreign markets,
specifically rising incomes and more nutritious diets in developing
nations.
Renewed outlook
Valuation: The valuation of SAP has run up recently, trading at premiums
to global peers on an EBITDA, EBIT, and earnings basis (exhibit I). From
a total portfolio perspective, these valuations are also higher than
numerous companies not currently within the CPMT portfolio that possess
stronger growth opportunities than SAP, including Gildan Activewear
(sports apparel, Under Armour contract) and Maple Leaf Foods (valueadded meat products, bakery, and recent business streamlining initiative
completed). Therefore, the CPMT’s conviction of SAP’s long-term equity
growth from this current valuation is diminished.
Commoditized Demand: Consumers choose items such as water, milk,
and gasoline heavily due to price. It is hard to make a “premium”
commoditized product, unlike most food and retail products. Roughly 60%
of SAP’s sales come from milk and other commoditized dairy staples.
Therefore, SAP must compete primarily on price within these food groups
for incremental sales. Milk quotas were lifted in 2015 throughout Europe,
and the TPP agreement will add 3.25% more global competition to
Canada, which will impact supply globally.
Margins M&A, and Costs: SAP’s LTM gross margin sits at the bottom of its
peer group, while the LTM EBITDA margin is average compared to peers
(exhibit II). Therefore, SAP does not have the cost structure power required
to win significant margin share increases in its established markets going
forward. This has led to the company making 25 acquisitions since 1997,
essentially trying to buy growth. Growth by acquisition represents
additional risk of equity ownership to the CPMT, due to the possibility of a
future dilutive purchase or excessive integration costs and complications.
Moving to foreign exchange, roughly 50% of SAP’s revenue and EBITDA
comes from USA and is translated from USD to CAD. Recently, the
upswing in the US Dollar helped SAP’s revenue by roughly 45% through
late 2015 when the CAD/USD FX was 1.45x. However, since then this
exchange rate has stabilized close to 1.30x, meaning a continued currency
translation tailwind is no longer a factor.

0
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Source: Bloomberg, CPMT Estimates
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Conclusion
The CPMT decreased its position in SAP by roughly 50% near the end of
FY2017/Q1. The conviction rating for the holding has decreased from a 3
to a 1 due to increased concerns regarding legacy costs in a commoditypricing environment, high valuations, and acquisition risks. We captured a
significant annualized return of ~34% on the sale, and continue to hold a
reduced position in the company. We did not fully liquidate our position
because we feel that SAP is still a strong company with stable cash flows
that adds stability to the CPMT portfolio. We are actively monitoring SAP
to adjust our position size if the opportunity presents on a valuation basis.
SAP is currently the only name held in the Staples sector, therefore, the
CPMT is looking to diversify within the sector to decrease companyspecific risk.

Exhibit I. Peer Comps
Saputo Inc.
Canadian Tire
Dean Foods Company
Alimentation Couche-Tard Inc.
Fonterra Co-Operative Group Ltd.
Maple Leaf Foods Inc.
The Jean Coutu Group (PJC) Inc.
Dollarama Inc.
Inner Mongolia Yili Industrial Group Co.
China Mengniu Dairy Co. Ltd.

EV/Sales

EV/EBITDA

P/E

1.5x
1.4x
0.3x
0.7x
0.9x
1.1x
1.3x
4.4x
1.5x
0.9x

14.0x
12.3x
5.5x
11.3x
9.6x
16.0x
10.8x
19.3x
13.3x
11.9x

25.0x
16.1x
15.6x
19.3x
12.4x
45.5x
16.9x
28.7x
20.2x
18.1x

Exhibit II. Margins

Saputo Inc.
Canadian Tire
Dean Foods Company
Alimentation Couche-Tard Inc.
Fonterra Co-Operative Group Ltd.
Maple Leaf Foods Inc.
The Jean Coutu Group (PJC) Inc.
Dollarama Inc.
Inner Mongolia Yili Industrial Group Co.
China Mengniu Dairy Co. Ltd.

LTM Gross
Margin %

LTM EBITDA
Margin %

10.7%
31.6%
25.2%
17.2%
20.4%
13.0%
18.9%
48.7%
37.5%
31.3%

10.0%
11.0%
5.5%
6.1%
9.0%
6.6%
11.6%
22.7%
11.4%
7.5%
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