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Written by Tye Bousada
 
Apple Orchard 

ATS Automation Tooling Systems Inc. (ATS) is one of the top holdings in your Portfolio. The bulk of ATS’s 

profitability is derived from their systems group, which is engaged in planning, designing, building, and 

servicing automated manufacturing and assembly systems. For example, when a healthcare company 

needs to design an automated handling solution for its fragile test tubes containing biohazardous material, it 

contacts ATS.  

After following ATS for many years, we saw an opportunity in early 2009 to start building a position in the 

business. At the time, investors were very concerned that companies would no longer build new production 

lines and therefore, would no longer need ATS’s services. This fear translated into what we believed was a 

very low share price for ATS relative to its long-term potential. As a result, we started buying shares in the 

company. Since the first quarter of 2009, the fears around ATS’s business have subsided somewhat, and 

the share price has appreciated as a result. Specifically, it has increased from our average cost of 

approximately $6 to over $7 today - an appreciation in excess of 16%. 

Looking forward, the medium-to-long term outlook for ATS is very strong. In our judgment, ATS can more 

than triple its profitability from its current run rate over the next five years due to increased demand for its 

products and services as well as due to an expanding level of profitability across its business lines. 

Additionally, ATS has a very strong balance sheet with over $130 million in cash and only $40 million in 

debt. Finally, and most importantly, we do not believe this growth in profitability nor ATS’s strong balance 

sheet is currently reflected in the stock price. Based on our analysis, ATS is trading for less than 7.5 times 

its future earnings. Stated another way, if we owned 100% of this business, our cash return would rise to 

above 13% per year. 

The appreciation of ATS’s share price has not been a straight line up over the last year and half. In fact, the 

short-term volatility in the share price has been quite substantial. As best we can tell, this volatility has been 

driven by macro-economic news. Negative macro-economic news creates fear and causes people to sell 

the shares while positive news reduces pessimism resulting in higher stock prices. This can be best 

exemplified by ATS’s share price movement over the last four months. Specifically, its share price at the 

beginning of June was $7.10 and it ended the quarter (September 30th) at a price of $7.07. You might be 

asking yourself where the volatility is. Well, within this period, ATS fell by over 23% and then appreciated by 

29%.  

Did the value of the underlying business actually decline by 23% and then subsequently increase by 29% in 

four short months? We don’t believe so. What created the volatility, in our opinion, was the simple fact that 

the price of ATS is quoted on a daily basis and people were reacting to short-term global news, most of 

which had absolutely nothing to do with the fundamentals of ATS’s business. This short-term news caused a 

material disconnect between the price of ATS and the longer-term value of the company. 

Imagine for a minute that you started a small apple orchard when you were 20 years old. Over the years, 

you have grown that business into a profitable enterprise with lots of opportunities for future growth. As an 
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owner of that business, your primary goal is likely to ensure that you are wisely managing the risks in your 

business in order to protect what you have built. Your second goal is likely to capitalize on the growth 

opportunities ahead of you. You have no plans to sell the business immediately as you don’t need the 

money today so your orchard is a long-term investment. Now ask yourself the question: would receiving a 

price quote on your apple orchard every quarter, month, week, day, hour, or second help you make better or 

worse decisions about your business? For the vast majority of people, the answer is: much worse. Here is 

the proof: 

20-year Annualized Returns by Asset Class (1990 – 2009) 

 

 

Focusing on short-term price fluctuations can cause the following: 

1. The desire to chase whatever is hot - buying it after the price has already moved up, just in time for it 

to move down 

2. A narrow focus on short-term performance, causing a person to forget why  the original investment 

was purchased in the first place 

3. An emotionally-driven investment decision 

Our focus at EdgePoint is to deliver investment results that are at or near the top of our peer group 

over a ten year-time frame. In order to achieve this, we follow our time-tested investment approach. 

Specifically, we are long-term investors in businesses. We view a stock as an ownership interest in a high-

quality business and we endeavour to acquire this ownership stake at a price below our assessment of its 

true worth. 
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We believe that the best way to buy a business at an attractive price is to have an idea about the business 

that is not widely shared by others - what we refer to as a proprietary insight. 

We strive to develop proprietary insights around businesses we understand. We focus on companies that 

have strong competitive positions and defendable barriers to entry, strong long-term growth prospects, and 

are run by trustworthy and competent management teams. These holdings generally reflect our views 

looking out more than three years. We firmly believe that focusing on longer time periods enables us to 

develop proprietary views that are not reflected in the current stock price.  

Our approach is deceptively simple. We buy good, undervalued businesses and hold them until the market 

fully recognizes their potential. Following this approach requires an ability to think independently, a natural 

curiosity necessary to search out new ideas, and a commitment to embrace the thorough research that is 

required to uncover opportunities the market doesn’t fully appreciate. It also requires us to shut out the noise 

and emotion that short-term price fluctuations can cause. 

Fixed Income Comments 

The macro-economic uncertainty that has contributed to the equity volatility has created interesting 

opportunities in corporate bonds this quarter. Corporate bond spreads widened this quarter 

pushing Canadian corporate bond spreads wider by 5 to 20 basis points (one basis point is equivalent to 

0.01%) across the yield curve this year. 

This uncertainty has enabled us to find several attractively-priced convertible bond issues that not only 

provide attractive yields but offer the opportunity to participate in any upward movement in stock prices. In 

the meantime, we are comfortable owners of the bond, while receiving a coupon (interest) payment.  

Kinetic Concept’s convertible bond, which matures in 2015 was purchased with a yield of 4.24%, or 300 

basis points over U.S. government bonds with a similar maturity. Kinetic Concepts is the leading provider of 

wound care therapy and there is a great opportunity for the company to expand the application of their 

technology as well as increase international sales. We like the fundamentals of Kinetic Concept’s medical 

technology business and believe it could grow significantly over the next five years. This bond issue allows 

us to participate in the success of the business while still paying us a coupon. 

The size of the Canadian dollar high-yield bond market in Canada has grown throughout 2010, with 

approximately one new issue each month. We have selectively participated in a number of new bond issues 

whose underlying business fundamentals we feel are strong and the company is able to generate 

substantial free cash flow.   

Corus Entertainment Inc. issued 7-year debt in February of this year with a coupon of 7.25% and a spread 

of 445 basis points over Government of Canada bonds. Corus is a leading Canadian media and 

entertainment company that has a strong presence in specialty TV channels, radio and content 

development. The company owns powerful brands and is run by a conservative management team that has 

generated solid returns and is committed to having a clean balance sheet free of high levels of debt. We 

purchased Corus bonds through the new issue process and increased our initial position by purchasing 

additional bonds in the secondary market. While the bonds have risen in price from their initial price of $100 

to $106 at the end of September, we continue to own these bonds which pay a relatively high coupon.  
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Corporate bonds continue to represent 100% of the bond component of the portfolio. 

In summary, we are pleased with the collection of businesses in your portfolio and excited about their long-

term individual prospects. We continue to approach investing in these markets with a sense of measured 

confidence. We thank you for your confidence in us, and look forward to having the opportunity to build 

wealth for you over the long term. 

 

Sincerely, 

 

Tye  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the 

prospectus before investing. Copies are available from your financial advisor or from our website at www.edgepointwealth.com. Mutual funds 

are not guaranteed, their values change frequently and past performance may not be repeated. This is not an offer to purchase. Mutual funds 

can only be purchased through a registered Dealer and are available only in those jurisdictions where they may be lawfully offered for sale. 

This document is not intended to provide legal, accounting, tax or specific investment advice. Information contained in this document was 

obtained from sources believed to be reliable; however EdgePoint Wealth Management does not assume any responsibility for losses, 

whether direct, special or consequential, that arise out of the use of this information. Portfolio holdings are subject to change. EdgePoint 

mutual funds are managed by EdgePoint Investment Group Inc., a related party of EdgePoint Wealth Management Inc. EdgePoint® is a 

registered trademark of EdgePoint Investment Group Inc. Owned and Operated by InvestorsTM is a trademark of EdgePoint Investment 

Group Inc. 

 

 

 

Commentary as at September 30, 2010. The above companies are selected for illustrative purposes and are not intended to provide 

investment advice. EdgePoint Investment Group Inc. may be buying or selling positions in the above securities. 
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