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Sticking to offence: Manager targets companies undergoing
big change
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More from Jonathan Ratner | @fpinvesting

Manager: Bruce Campbell, StoneCastle Investment Management
Fund: Redwood Equity Growth Class
Description: Primarily Canadian all-cap equity fund
Firm’s AUM: $100-million
Performance: 1-year: 45%; 3-year: 6.2% (as of March 31, 2014)
Management fee: 2.5%

Redwood Equity Growth Class portfolio manager Bruce Campbell determines whether he should be on offence or defence before
looking for individual stocks, and things are looking fairly good right now.

“We started to see relative strength in a number of Canadian sectors about a year ago, as well as how domestic stocks compared to
their U.S. peers,” the founder of Kelowna, B.C.-based StoneCastle Investment Management said. “Some of our short-term indicators
are a little on the overbought side, but we certainly don’t see anything in the long-term signalling that things have rolled over or we’re
moving into a new bear market.”

Campbell, who also manages the Redwood Income Growth Fund and the StoneCastle Fund for high-net-worth clients, noted that
Canada’s largest sectors — financials, materials and energy — were the first to show signs of life about a year ago.
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“Now all three sectors are doing well and showing broad leadership,” he said. “Our screening process is also starting to highlight some
of the gold and base metals names.”

The Redwood Equity Growth Class is the top-performing fund in the Canadian equity category in 2014 (up 11.54%) and was ranked
No. 1 by Morningstar in 2013, the past 12 months and year to date.

The manager hasn’t been on defence for a couple of years, but the last time he was in neutral mode (just over a year ago), the fund’s
cash position was as high as 40%. Now, he’s fully invested.

When Campbell does determine that the macro environment is favourable, he then moves to bottom-up strategies for the portfolio of
30 to 40 equally weighted names.

Rather than target sectors or market segments, he looks for companies undergoing fundamental changes that will lead to faster
earnings growth.

“Companies like that get higher multiples and attention from the market,” the manager said.

BUY

AutoCanada Inc. (ACQ/TSX)

The position: Full weighting; owned for 18 months

Why do you like it? This owner of almost 30 auto dealerships screens very well for Campbell, who noted it is experiencing the kind
of earnings-driven fundamental change he looks for.

“They’ve been in acquisition mode for the past decade, but that’s really started to pick up in recent years,” the manager said. “They
have room for more deals because there are a lot of dealerships out there in Canada. Over time, the level of EBITDA for these
acquisitions rises because of AutoCanada’s systems and synergies.”

Biggest risk: High valuation makes it vulnerable if vehicle sales fall off.

Rock Energy Inc. (RE/TSX)

The position: Core holding; owned for 8 months

Why do you like it? Campbell highlighted this oil-and-gas producer’s ability to under promise and over deliver, noting it has stable
projects in Alberta and Saskatchewan that continue to grow.

“Beyond their underlying business, which has been doing great as they continue to expand their exploration map, the company’s cash
flow is going to jump significantly due to a royalty credit coming from the Saskatchewan government,” the manager said. “We don’t
invest in potential takeovers, but I would be surprised if the company is still around in 24 months.”

Biggest risk: Lower netbacks (revenue minus all costs) if oil price differentials widen.

Concordia Healthcare Corp. (CXR/TSX)

The position: Purchased at public offering in December 2013

Why do you like it? Considered a smaller version of Valeant Pharmaceuticals International Inc., this company acquires legacy
pharmaceutical products, orphan drugs and medical devices for diabetics. Its chief executive Mark Thompson worked for Valeant
(formerly Biovail), where he was responsible for about $2-billion in acquisitions.

“Concordia knows it is going to get a payback fairly soon from these acquisitions, while it will still be able to compete with upcoming
competition from generic drugs,” Campbell said. “The underlying business has been growing, but they will continue to be acquisitive
and plan to focus on bigger deals.”

Biggest risks: It becomes unable to make acquisitions; generic competitors outperform it; encounters drug approval problems.

SELL

Avigilon Corp. (AVO/TSX)
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The position: Sold recently

Why don’t you like it? Campbell decided to exit this global supplier of video surveillance systems after owning it for about 18
months, because it moved lower in his ranking system.

“Analysts have reduced their forecasts and the rate of earnings growth is starting to flatten out,” he said. “We would consider buying
it again, but we just see better opportunities elsewhere.”

Potential positive: Earnings growth re-accelerates.
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