
 

 

 

Fulcra Focused Yield Fund 3rd Quarter 2009 Commentary 

The Fulcra Focused Yield Fund has just completed its first quarter in operation and while we are pleased 
with the start it is just exactly that, a start. 

While equity markets continue to rally (the S&P 500 is up more than 50% since its March lows) we are 
acutely aware of the dichotomy that is building between expectations (the stock market) and reality 
(main street).  It appears that the level of confusion is reaching a precipice. 

In our opinion, the stock market performance has been driven by companies being able to exceed 
earnings expectations.  However, these positive earnings surprises have come through cost cutting and 
not revenue growth.   We are reluctant to believe that the level of cost cutting can continue and that, at 
some point, revenue growth is going to have to take over in support of growing earnings expectations. 

Despite the rally we’ve seen over the last six months in both stocks and bonds of large “index” companies, 
we continue to find many opportunities in small and mid-sized enterprise value companies.  While the 
fund has been able to generate a good return over its first three months of operations, it is not from 
investing in the “index”.  Performance to date has been driven by security selection and this is how the 
fund plans to continue to differentiate itself. 

One such example is Algonquin Power Income Fund (APF.UN, $3.47 as of Oct.9, 2009), a company that 
owns a diverse portfolio of renewable power generation assets in North America.  The company is 
currently in the process of converting from an income trust structure to a corporation.  However, there is 
confusion in the market place as the conversion also involves the acquisition of another company’s tax 
loss carry forwards (so Algonquin can continue to pay its existing $0.02 monthly distribution).  We have 
built a position in Algonquin’s existing 6.65% convertible bonds due in July 2011 with a conversion price 
of $10.65.  The new convertible bonds that we anticipate to receive this fall, in exchange for the 
convertibles we currently own, will have a 7.5% coupon, a maturity date that moves out to December 
2015 but a conversion price that moves down to $4.08.  In addition, we will be receiving $105 of these 
new convertibles for every $100 we own of the existing convertibles.  With the replacement value of the 
hydro assets covering the enterprise value of the company (approx. $700mln) we believe this is 
exceptional security for a bond that has a good coupon and the potential of generating capital 
appreciation over the next year or two. 

At Fulcra we seek out opportunities like Algonquin, where there is a catalyst to creating value, and 
believe that the income trust conversion theme will provide several good opportunities for Canadian 
investors over the next few years.  If you have any questions on Algonquin or any other topic please do 
not hesitate to call at 604-639-2159. 

Best Regards, 

Matt Shandro 
President, Fulcra Asset Management Inc. 
 


