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Letter to Stakeholders 

Dear Stakeholders, 

 

We would like to extend our thanks to the Board of Trustees for its continued support and engagement with 

the program. We would also like to thank the CFA Society of Calgary for its continued involvement. 

Finally, we would like to thank all supporters in the Calgary business community for their vested interest 

in the program.  

 

The success of the CPMT program is only made possible through the commitment and efforts of our 

stakeholders. Involvement in the program continues to give students invaluable exposure to a challenging 

and rewarding learning environment, providing an unrivaled experience for members.  

 

Through the first quarter of our fiscal year, we have continued to pursue opportunities within Canadian 

equities while concurrently re-evaluating our present investments. We have learned valuable lessons in 

regards to the cyclicality of commodity-based enterprises as well as the effects that global politics can have 

on the Canadian economy and its capital markets. As we look into the upcoming year, we continue to face 

uncertainty that is ever-present in the global economic environment, and the specific uncertainty that is 

unique to the Canadian business community. We continue to be diligent in evaluating and analyzing these 

factors to find investments that provide strong value for our stakeholders.  

We remain calm as we review our investments that meet the requirements laid out in CPMT’s Charter, and 

continue to focus on holding companies that exhibit strong balance sheets, growing free cash flow, a 

competitive advantage, and superior management teams. Armed with a proven investment philosophy, we 

are not afraid to ride out short-term fluctuations within the Canadian economy, notably in the Energy and 

Materials sectors. We continue to focus on owning businesses that we believe to have significant potential 

for upside in the long run.  

We are more excited than ever at the future of the Calgary Portfolio Management Trust program, and hope 

that our stakeholders share this excitement with us.   

 

Sincerely, 

 

CPMT Class of 2016 
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CPMT Class of 2016 

SYED AHMAD 

Research Associate 

4th Year – Finance 
 

Syed Ahmad is entering his fourth and final year, pursuing a Bachelor of Commerce in Finance combined with a 

Bachelor of Science concentrating in Nanoscience. He recently completed an internship as an Investment Banking 

Summer Analyst at JP Morgan and is looking forward to applying the lessons he learned at JPM to CPMT. In his free 

time, Syed enjoys travelling, and is also an avid reader and hockey fan. 

JASON FIELD 

Fund Manager 

4th Year – Finance 
 

Jason Field has been with the CPMT program since September 2014, and has been a fund manager since May 2015. 

Jason is entering his senior year of the Bachelor of Commerce program, majoring in finance. Jason has previously 

held positions in Energy Marketing and Commercial Real Estate. Jason is currently an Investment Banking Summer 

Analyst at Barclays in the Global Natural Resources group. 

AMIN HAJI 

Research Associate 

4th Year – Finance 
 

Amin Haji is in his fourth year pursuing a degree in Finance. Amin joined the CPMT as a Research Associate in March 

2015.  He has completed the Canadian Securities Course and is a CFA Level I Candidate writing in December 2015. 

Upon graduation, Amin hopes to pursue a career in Equity Research and eventually Investment Management. In his 

spare time, Amin is a recreational practitioner of mixed martial arts and also keeps active by playing soccer. 

 

CHRISTOPHER HANSON 

Fund Manager 

4th Year – Finance 
 

Chris Hanson has been with the CPMT program since September 2013. After gaining experience through the 

Haskayne Co-op Program, Chris is entering his final year and will be pursuing a career within capital markets. Outside 

of school, Chris enjoys golfing, fishing, and traveling with friends. 

 

KEITH JENNINGS 

Fund Analyst 

5th Year – Honours Economics 
 

Keith Jennings is the new Fund Analyst for CPMT. He is in his final year of an honours economics degree and is 

preparing to write the LSAT in the fall. He has had experience working in different industries like government, 

utilities, and in his current position as a research assistant at the university. Keith is excited about his position with 

CPMT and the experience to learn more about portfolio monitoring, equity research, and equity markets. 

 

LINDSAY JONES 

Fund Manager 

4th Year – Finance 
 

Lindsay Jones is entering her final year of Finance, and her second year in the CPMT program. Lindsay’s previous 

experience includes working at Pivotal Capital, a financial advisory firm, where over the past three years she had been 

privileged to learn about project finance in the renewable energy sector. Lindsay is currently interning at Scotiabank 

Global Banking & Markets as a Summer Investment Banking Analyst.  
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CPMT Class of 2017 

HASHIM CHAWDHRY 

Research Associate 

3rd Year, Finance 
 

Hashim entered the CPMT program as a Research Associate in April 2014 and looks forward to progress within the 

program. Hashim spent the winter term interning at Paradigm Capital in Equity Research, where he gained experience 

analyzing and valuating domestic energy companies. His previous experience includes interning at Brookfield 

Properties as an intern is the Asset Management sector. Outside of school, Hashim is an avid car enthusiast. 

 

GEORGE HUANG 

Research Associate 

4th Year – Finance & Economics 
 

George Huang is a fourth year student pursuing a double degree in Finance and Economics. George joined the CPMT 

program as a Research Associate in March 2015. His professional experience includes internships in asset 

management and electrical load and generation forecasting. 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 as well as, a director for the 

Society of Undergraduates in Economics. 

 

BRYTON HEWITT 

Research Associate 

4th Year – Finance & Psychology 
 

Bryton Hewitt is a fourth year Finance and Psychology double degree student.  Beyond CPMT, Bryton is engaged 

through the Inter-Collegiate Business Competition (ICBC) team, and was fortunate to earn Bronze at last year’s 

competition.  He is also a Director for the Commerce Undergraduate Society.  Bryton has experience as a Strategy 

Associate akin to financial consulting, and most recently enjoyed working on the buy side as an Analyst with Norrep 

Financial Management over the summer.  Bryton desires a portfolio management career, and is improving his skills 

for this through the CPMT program. 

 

DANIEL MORGAN 

Research Associate 

3rd Year – Finance 
 

Daniel Morgan is a third year Finance student at the Haskayne School of Business. The 2015-2016 year marks his 

second year in the CPMT program, previously fulfilling the Fund Analyst role. Now a Research Associate, Daniel 

looks forward to building his skills in financial modelling, searching the markets for opportunities for the Fund, and 

learning under the leadership of the Fund Managers. Over the summer of 2015, Daniel directed his passion for 

technology and his strategic mindset as a Business Analyst for GNS3 Technologies, an early-stage networking 

software company. In his spare time, Daniel loves cycling, reading books, and staying updated on current affairs. 
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Macroeconomic Sector Outlooks 

CONSUMER DISCRETIONARY          

Over Q1 FY2016, the S&P/TSX Capped Consumer Discretionary Index finished up 1.12%, slightly outperforming 

the S&P/TSX Composite. The sector underperformed the market until late May, at which point major companies 

within the sector began outperforming investor expectations. These expectations were influenced by a bearish outlook 

on consumer spending in Canada as a result of the Energy industry’s downturn bringing GDP down for the fourth 

straight month. The lower Loonie is expected to influence growth in manufacturing activity – Magna International 

(MG) seeing a YoY slowdown in its revenues last quarter, though shares rose 5.32%. Other companies in the sector 

have looked to gain more international exposure, notably Hudson`s Bay Company`s (HBC) move to acquire German 

department store Kauhoff for $3.3B, moving its shares up more than 10% on the news. CCL Industries announced its 

acquisition of Fritz Brunnhoefer based in Germany, for a net cash purchase price of $7.8 million to bring new customer 

relationships in the aerospace and industrial sectors. Meanwhile, the exit of U.S. retailer Target opened up a frenzy of 

property acquisitions by Canadian Tire (CTC.A) and other retailers. 

 

CONSUMER STAPLES            

The S&P/TSX Capped Consumer Staples index returned -0.79% over Q1 FY2016, and it was a characteristically quiet 

quarter for the sector. With April’s GDP decline of -0.1% marking the fourth straight month of contraction, the weak 

Canadian economy continued to drag on the Consumer Staples sector. This should only accelerate the trend of 

Canadian retailers focusing on U.S. and international expansion as a platform for future growth and development. 

With the Canadian dollar finishing the quarter at ~$0.80 CAD/USD, companies that focus on exporting and/or 

international operations continued to benefit from increased sales volumes when converted to CAD. On the other side 

of the coin, the weak valuation of the Canadian dollar could pose a problem for companies looking to increase their 

presence outside Canadian borders by increasing expansion capital requirements and operating expenses in CAD 

terms. Sector heavyweights Loblaw’s and Empire Foods returned 1.87% and -0.39%, respectively, while Alimentation 

Couche-Tard finished the quarter up a strong 5.87%. With the near-term outlook for the Canadian economy uncertain 

and potentially volatile, we continue to view staples companies with efficient and flexible operations as having a 

significant advantage at this time.  

ENERGY             

The S&P/TSX Oil and Gas index returned -7.02% over Q1 FY2016 as the industry continued to adjust to a depressed 

commodity price environment. WTI crude closed the quarter at $58/bbl, rebounding significantly after reaching lows 

of ~$44/bbl in March on the back of Middle Eastern geopolitical unrest and new supply outages. The AECO price of 

natural gas has fallen to ~US$2.50/MMbtu from its historical average of US$4.15/MMbtu, with the AECO-NYMEX 

basis widening to US$0.75/MMbtu from its historical average of US$0.31/MMbtu. Since the NDP was elected in 

Alberta, Canadian energy equities have significantly underperformed their U.S. peers as concerns of increased 

royalties and taxation became a likely reality. Principal themes in natural gas markets include continued uncertainty 

in LNG export projects on the West Coast, while the BC Montney formation remains the most actively developed gas 

play in Western Canada, offering predictable and prolific production. Large cap integrated and senior E&P companies 

have performed better in this environment due to broad asset compositions, increased scale, and stronger balance 

sheets. Energy Services companies continue to cope with significantly reduced drilling programs by eliminating head 

count and cutting costs. The market continued to favor energy companies that have assets with strong and predictable 

well results, healthy balance sheets, flexible drilling and capital programs, and experienced management teams that 

have been proven to weather cyclical downturns. Companies with these characteristics have been able to tap equity 

and debt markets at favorable prices and metrics to fund acquisitions, allowing them to make transactions that are 

accretive to production and cash flow on a per-share basis. The first six months of calendar 2015 have seen ~$5.9B in 

Canadian oil and gas M&A activity. The U.S. rig count is currently below 1,000, after reaching over 1,900 in 2014, 

and production at all key U.S. plays has fallen in 2015. OPEC market share is currently equal to the combined market 

share of Russia, Brazil, Canada, and the U.S. at 32%, and it appears that there will be no changes to OPEC policy in 

the coming months. As global supply continues to exceed global demand by over 1.5 MMbbls/d, we do not expect 
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significant upward pressure on oil prices in the near future. 2015 capital expenditures for Canadian energy companies 

are projected to be down by ~37% from 2014 levels based on guidance, representing an aggregate ~$13.4B reduction 

in Canadian energy capital spending year-over-year. We have seen over ~$6.7B of Canadian energy equity issuances 

already in 2015, in addition to many companies choosing to tap the high-yield debt markets as a means of funding 

capital programs and dividends in the face of reduced cash flow.   

FINANCIALS             

This past quarter saw earnings beats from all the major Canadian banks, despite declining profits across the board. 

BMO and National Bank hiked their respective dividends while exceeding analysts’ earnings expectations. During the 

fiscal quarter the Bank of Canada held its key interest rate steady as the economy felt the effects of low oil prices. The 

TMX Capped Financials Index fell 0.25% in this past fiscal quarter. The U.S. economy started to show signs of growth 

in the form of strong jobs numbers and housing price growth, the market has been speculating about a rate hike from 

the Central Bank. We expect that a rate hike is on the way before the end of the calendar year, though the street is 

divided on whether Canada will follow. Asian markets had a large impact on the global markets in the quarter as a 

result of the meltdown of the Chinese equity market. The massive decline across both the Shanghai and Shenzhen 

indices could materially impact the consumer demand of one of the world’s largest economies, as there is a high 

concentration of domestic retail investors in the Chinese stock market. The Greek debt situation is another situation 

that could have global financial implications. Negotiations have been unsuccessful up to this point, and have left all 

involved parties frustrated. It is still unclear where the situation is headed as the most recent bailout has expired and 

the Greek Prime Minister has called for a referendum on the new proposed bailout on July 5th. On the final day of the 

fiscal quarter the Greek government missed its latest IMF payment of $1.8 billion. The effect of this event on the 

major Canadian financial establishments is not expected to be large relative to their European peers thanks to near 

zero exposure to Greek debt, with BNS the only Canadian bank with any exposure to Greek debt. Furthermore, none 

of BNS’ Greek debt holdings are sovereign. Over the past quarter, the life insurance group of companies outperformed 

the TSX Financials Index, as Canada’s biggest lenders are experiencing narrower interest rate margins. Manulife 

Financial (MFC) in particular returned 8.69% over the past fiscal quarter, outperforming the Financials and TSX 

Composite Indices by 6.36%. 

HEALTHCARE            

The S&P/TSX HealthCare Index returned 3.7% over the quarter. Total Canadian healthcare expenditures made up 

approximately $214.9B. This represented an average of approximately $6,100 per person – approximately 11.8% of 

Canadian GDP. As a percent of this, prescription drugs made up approximately 13.4% of healthcare expenditures with 

spending on generic drugs decreasing due to patent expirations. However, this decrease is being made up and more 

by increases in expenditures on the biologics class of drugs that is made up of drugs for the treatment of diseases like 

arthritis and Crohn’s. Hospitals and physicians made up the largest share of healthcare spending with 29.6% and 

15.5% respectively. Criticism has increased recently over Canada’s much-beloved but financially unsustainable public 

sector monopoly on healthcare. Combined with a recent high profile lawsuit against the BC government by Dr. Brian 

Day advocating for a patient’s constitutional right to timely private healthcare, change may be approaching for the 

Canadian healthcare system, possibly spelling an increase in good fortunes for Canadian private healthcare companies. 

This came on the heels of a strong quarter in the Canadian healthcare sector contrary to the market as a whole. 

INDUSTRIALS             

Over the last quarter, the industrials sector has seen a return of -7.23% and was one the poorest performing sectors in 

the TSX.  A decline in non-residential building construction and engineering structures in Canada caused construction 

capacity utilization to dip in its largest quarterly decline since 2009.  Airlines saw a significant drop in load factor as 

Canadians have less disposable income to spend on travel, which has negatively affected earnings across the board 

despite jet fuel costs to be down to around $0.69 per litre.  Westjet and Air Canada saw that their respective product 

mixes over the last reporting period were more heavily weighted towards economy class at the expense of business 

class which had a negative effect on margins.  Canadian railway companies also suffered, as the cuts in oil production 

made for less demand for crude by rail especially with pipeline capacity available, allowing for cheaper transport of 

crude.  A decrease in demand for grain and coal are also negatively affecting Canada’s two major railway companies.  
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Going forward, due to bleak economic data, the Fund believes that companies with a high level of international 

exposure such as Stantec as well as CAE, who recently secured a U.S. government defense contract worth 

approximately $150M CAD, will perform better than the sector. 

INFORMATION TECHNOLOGY          

The S&P/TSX Capped Information Technology index returned -5.92% over Q1 FY2016. Results were varied within 

the sector. CGI Group finished the quarter down 9.07% after missing analyst estimates with a weak Q2 earnings 

release. Open Text Corp. lost 24.13% over the quarter due to struggles to adjust and expand its presence in cloud 

computing. MacDonald Dettwiler & Associates shed 7.0% over the quarter despite securing several lucrative contracts 

during the period. Constellation Software finished the quarter up 13.3% after acquiring two companies that expand its 

international presence, Picis and Megabus. With Canada’s tech market experiencing sluggish growth, we continue to 

favor companies that have been successful in diversifying their operations globally and that have made international 

expansion a focus, such as Constellation and MacDonald Dettwiler.  

MATERIALS             

The S&P/TSX Capped Materials Index fell by 5.59% over the quarter.  The strength of the U.S. Dollar has caused a 

major demand slump in gold and silver with names like Barrick Gold Corp. and Silver Wheaton slipping 11.7% and 

13.3% respectively.  Copper prices continued to fall due to a decreasing demand coming out of China. The same was 

true for coking coal which hit an 11 year low in April at $82.90 USD per metric ton and has since rebounded slightly.  

A high level of uncertainty persisted in the materials sector hinging on demand worries across the globe, which has 

caused a major pullback.  Companies with strong balance sheets will be able to make accretive acquisitions during 

this time and the Fund will continue to seek opportunities for entry. 

TELECOMMUNICATIONS            

The Canadian Telecommunications sector was a strong performer during Q1 FY2016. The S&P/TSX Capped 

Telecommunications Services Index experienced an absolute return of 5.51% over the quarter, compared to the TSX’s 

total return of -2.3% over the same period. In contrast to the market index, which has been negatively affected by its 

strong weighting in weakly-priced commodities, the telecommunications sector has seen strength for both large and 

small cap companies. Last quarter, Industry Minister James Moore reserved 60% of the spectrum available exclusively 

for smaller carriers, with the remaining 40% available to all interested companies. Rogers (RCI.B) was not awarded 

any contracts at this auction, but has since been eyeing growth through different means.  On June 23rd, the company 

received court approval to purchase Mobilicity for $465mm. This was significant because it represented reduced 

regulation by granting legal consent to transfer Mobilicity’s $243mm of spectrum to Rogers, despite the fact that a 

similar deal to Telus was blocked by the federal government on two past occasions. We have a stable and positive 

outlook on the Canadian telecommunications sector as the regulatory risk appears to have decreased. Industry Canada 

approved the Rogers/Mobilicity transaction, allowing this degree of spectrum consolidation for the first time in three 

attempts by Rogers or Telus.  Rogers benefits from additional spectrum and it sets a precedent for future industry 

transactions and less restrictive government control. 

Strengths for the sector continue as the stable growth of internet and wireless services shows no sign of relenting. 

Canada’s telecommunications market is forecasted to grow from $22B in 2014 to $25.1B in 2019, with revenues from 

internet services and wireless leading this 2.6% CAGR going forward. It also estimates that consumer spending and 

continued evolution to wireless usage will be key drivers of growth in the telecom market. Further cementing this 

point, wireless/telecommunications spending is estimated to account for ~50% of all discretionary spending by 2019. 

UTILITIES                                           

The S&P/TSX Capped Utilities index returned -8.72% for the quarter. The largest decline was experienced by 

TransAlta (TA) which, returned -17.19%. This was due in large part to regulatory proceedings regarding price fixing 

allegations with regards to their operations in Alberta. The short term outlook is less than ideal for the sector. Due to 

the uncertain rate environment in the United States capital project spending is hard to project. Moreover, the slowdown 

in the oil and gas industry could lead to a material decline in load demand in the province of Alberta. 
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Investment Diary  

CPMT decreased its holding in the market matching XIC ETF at the end of the previous quarter, increasing 

CPMT’s cash holding to $46,038.91, below the maximum allowable Cash and Cash Equivalents weighting 

of 10%. This amount was reduced within the first week of the quarter to purchase shares in the previously 

approved Fund Manager picks in Magna International Inc., Raging River Exploration Inc., and Stantec Inc., 

bringing cash holdings down to below $1000. Expenses for CPMT included transaction costs at $9.95/trade 

and the purchase of physical offsite storage for $18.90. 

Additionally, Brookfield Asset Management (BAM.A) announced a three-for-two stock split on April 8, 

2016, increasing shares held from 250 to 375. The BAM.A price targets have been updated to reflect this 

change. 

Table 1 provides a summary of the transactions executed and Table 2 shows all dividends received over Q1 

FY 2016. 

Table 1: Investment Diary 

  

 

Table 2: Dividend Summary 
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Price Targets 

Table 3 shows updated price targets for all holdings. The Fund Managers reevaluate holdings to update 

price targets and ensure that original investment theses are in line with current company valuations. 

Table 3: Updated Price Targets 

 

 

 

 

  

 

Security 
Q1 2016 End 

Price

Original Target 

Price

Current Target 

Price

Financials

   Bank of Nova Scotia $64.46 $70.50 $70.50

   Brookfield Asset Management, Inc. $43.62 $45.00 $48.00

   Manulife $23.21 $24.00 $24.50

   Toronto-Dominion Bank $53.09 $60.00 $69.00

Information Technology

   Avigilon Corporation $16.84 $21.00 $20.00

   Constellation Software, Inc. $495.86 $330.00 $526.00

   Macdonald, Dettwiler and Associates Ltd. $91.27 $96.00 $104.00

Materials

   Agrium Inc. $132.31 $138.00 $140.00

   Teck Resources Limited $14.35 $35.00 $25.50

Energy

   Mullen Group Ltd. $20.41 $41.00 $24.00

   Tamarack Valley Energy Ltd. $3.53 $7.50 $6.00

   Whitecap Resources Inc. $13.18 $14.00 $16.00

   Raging River Exploration Inc. $8.73 $11.00 $11.00

Consumer Discretionary

   CCL Industries Inc. $153.20 $132.00 $155.00

   Magna International Inc. $70.04 $76.00 $76.00

Industrials

   Stantec Inc. $36.50 $36.00 $37.50

   CAE Inc $14.87 $19.00 $17.00
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Summary of Current Assets 

The following table provides an overview of CPMT’s current assets including return over the quarter and 

each holdings weight as a percentage of assets under management. 

Table 4: Asset Summary  
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The following graphs show how CPMT is diversified by sector. Figure 1 shows CPMT’s holdings by major asset 

group starting with the iShares Core S&P/TSX Capped Composite Index ETF as the largest holding followed by 

Actively Managed Assets as chosen by the Fund Managers and cash as the smallest share of the Fund. Figure 2 shows 

how Actively Managed Assets are broken down by sector group with Financials as the largest holding followed by 

approximately equal weightings in Consumer Discretionary, Information Technology, Energy, and Industrials, with 

Materials making up the smallest sector of the Fund by weight. Figure 3 shows CPMT’s aggregate holdings when 

allocating the sector weights in the iShares Core S&P/TSX Capped Composite Index ETF to the sector holdings within 

CPMT as a whole. This again shows the large weight allocated to Financials followed by Energy. 

 

Figure 1: CPMT breakdown by Major Type 

 

 

 

 

 

 

 

 

 

 

Figure 2: CPMT Actively Managed Asset Breakdown 
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Figure 3: Aggregate CPMT Holdings 

 

 

 

 

 

 

 

 

 

 

Quarterly Performance Highlights 

Over Q1 FY2016, CPMT returned -0.78% compared to the TSX Composite Total Return Index return of -1.63%, a 

difference of 0.86%. When not including the iShares Core S&P/TSX Capped Composite Index ETF (‘XIC ETF’), 

CPMT’s Actively Managed Assets returned 1.77%, a difference of 3.40%. 

 

The Fund sectors that returned above the market were Financials, Information Technology, Energy, Consumer 

Discretionary, and Industrials by 0.90%, 2.83%, 1.35%, 4.53%, and 20.66% respectively. These above-market returns 

were thanks to the returns from holdings like Manulife (MFC), Constellation Software, Inc. (CSU), Mullen Group 

Ltd. (MTL), CCL Industries Inc. (CCL.B), Magna International Inc. (MG), and Stantec Inc. (STN). Materials returned 

below the market by 5.71%. This sector performed poorly due to negative returns from Teck Resources Ltd. Over the 

quarter, the holdings with the highest returns were Stantec at 20.98% and Constellation Software at 13.56%. The 

lowest returning holdings were Teck Resources Ltd. at -28.14%, Avigilon Corporation at -20.08%, and Tamarack 

Valley Energy Ltd. at   -14.73%. Figure 4 shows the Fund’s performance relative to the TSX Composite. 

 

Figure 4: CPMT Performance Relative to TSX Composite 

  

 

 

 

 

 

 

 

 



   

Business Description 

CGI Group (CGI) is an integrated Information Technology (IT) company 

headquartered in Montreal, Canada. To its clients, CGI offers comprehensive 

IT services through its primary business offerings: system integration and 

consulting (46% of revenue), IT services (44%), and business process services 

(10%). In order of highest to lowest revenue contribution, CGI serves the 

government, manufacturing/retail, financial, telecom, and healthcare sectors. 

These vertically integrated markets account for more than 90% of total global 

IT spending. CGI is a global brand, with IT offerings spanning North America, 

South America, Europe, and Asia Pacific. The company has made recent 

acquisitions that have significantly increased its client base and international 

exposure. For instance, in May 2012, CGI acquired Logica for $2.7B, a 

European leading business and technology service company with a presence 

in 19 countries globally.  

   

Industry Overview 
The business processing IT industry is comprised of companies who offer 

consulting, systems integration, and outsourcing services to their clients. CGI 

has no direct listed competitors on the TSX when considering the size of the 

company and its offerings, but U.S. listed companies such as Accenture & 

IBM compete closely with CGI. Clients range from niche companies providing 

specialized services to end-to-end service providers. Most IT business 

processing companies are focused primarily in North America or are located 

elsewhere but maintain a regional presence. CGI on the other hand is one of 

few global-scale players in the industry, sourcing ~55% of its income beyond 

North America. 

  

Investment Thesis                  
Financial Strength & Flexibility: The company has approximately $2B to 

deploy on acquisitions in FY2016. The company has a $1.5B revolving credit 

facility which was recently extended to December 2018.  In addition, CGI 

earns 14.6% ROIC, up 120 basis points YoY and indicating that capital 

spending is creating value for all investors. 

Competitive Advantage: CGI combines strategic and technical expertise in 

vertical markets. CGI is the only Canadian player with strong exposure to a 

major and sustainable government client base. 

Management Team: CGI’s management team is experienced, with an equity 

compensation structure that is aligned with shareholders’ interests. We believe 

CEO Michael Roach will continue to execute on CGI’s strategy of securing 

long-term and low-risk contracts, while increasing global exposure and 

growing organically as well as selectively through acquisitions. 

Attractive Valuation: Valuation on discounted cash flow suggests that CGI is 

currently trading at an 18% discount to its intrinsic value.  

 

Growth and Catalysts 
Among the catalysts for CGI is that the company is pursuing accretive 

acquisitions. Specifically, management has indicated interest in pursuing an 

acquisition within the cyber security space, and has created a selective list of 

candidates. Selecting cyber security as the primary subsector to bolster its 

growth also represents a second catalyst: a corporate-wide shift away from 

low-margin markets (namely the Middle East and much of Latin America) in 

Source: CPMT Analysis & Bloomberg 

CGI Group Inc.  
 

Technology 

TSX: GIB.A 

Buy Recommendation 
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July 30, 2015

Lindsay Jones, Fund Manager

Hashim Chawdhry, Research Associate

Bryton Hewitt, Research Associate

Return on Investment

Current Share Price $48.34

Dividend Yield 0.00%

Target Price $57.00

Holding Period Return 18%

Market Profile

52 Week Range $36.10 - $57.70

Shares Outstanding (000's) 281,820

Average Daily Vol (000's) 554,279

Market Capitalization ($mm) $13,623

Net Debt ($mm) $1,791

Enterprise Value ($mm) $15,415

Beta 0.82

Estimates 2015E 2016E 2017E

Revenues (mm) $10,202 $10,406 $10,614

EBITDA $1,639 $1,714 $1,864

Margin 16% 16% 18%

EPS $3.34 $3.55 $3.62

EV/EBITDA 9.4x 9.0x 8.3x

P/Sales 1.3x 1.3x 1.3x

Historical Trading Performance



favor of delving deeper into focal and high margin business segments and 

markets. Additionally, the company has begun its buyback program. This 

current buyback program allows CGI to purchase up to ~19MM shares (10% 

O/S), of which to date it has repurchased 1.9MM shares and management will 

continue to implement this program. 

 

Corporate Governance 

CGI’s management is comprised of tenured and motivated stakeholders.  

Michael Roach, the company’s President and CEO, has been with the company 

since 2002, and his “Build and Buy” perspective has resulted in exceptional 

growth since implementation. Prior to CGI, Mr. Roach was the President and 

CEO of Bell Sigma, where he spearheaded the merger between Bell Sigma and 

CGI, effectively doubling CGI’s size. Two of the founders, Serge Godin and 

Andre Imbeau, are still with the company as Chairman and Vice-Chairman of 

the Board, respectively. Further, CGI’s executive compensation is designed to 

promote profitability. On average, executives earn 25% base salary, 22% 

short-term incentives, 50% long-term incentives (stock issuances), and 3% in 

benefits and perquisites.  This form of remuneration assures that CGI’s 

executive decisions are aligned with holder value and the business’s long-term 

outlook in mind.   

 

Valuation 
Our target price of $57.00 was calculated using a discounted cash flow 

analysis. Free cash flow was forecasted for five years and was discounted to 

the present day using a discount rate of 5.76%. We modeled organic revenue 

growth at 2% for 2016E and 2017E then at 4% through 2020. It was assumed 

that the company will continue into perpetuity growing at a rate of 1.5%.  

2015E revenue takes into account recent weaker revenue quarter to account 

for flat revenue in 2015E. 

 

CGI trades at a 1.3x 2015E P/Sales and 9.4x 2015E EV/EBITDA, which is 

above the peer group’s 2015E P/Sales (0.9x) but at a discount to its peers’ 

2015E EV/EBITDA average estimate (9.7x).  We believe that the company 

deserves to trade at this valuation due to the security of CGI’s long-term 

government contracts, strong management team, and future growth through 

acquisition potential.  

 

Risks 

33% of total revenues are sourced from the government sector, with 14% of 

total revenues sourced from the U.S. government, meaning a large revenue 

reduction could impact CGI should governments tighten their IT spending due 

to changes in federal policies, priorities, or funding levels. A macro-level 

slowdown in IT spending poses a threat, especially in nations where current 

economic instability is evident. CGI is less exposed to this than competitors 

thanks to a focus in stable European countries (UK, France, Sweden, and 

Finland) as opposed to the more volatile SE Europe countries (Greece and 

connected nations). Being a global company, foreign exchange and interest 

rates pose a threat should a large revenue-driving country’s currency drop 

substantially, though it should be noted that CGI actively hedges to mitigate 

this threat. Competition in IT is strong, with companies all competing on cost 

and service. This along with the dynamic speed at which technology changes 

makes the IT consulting industry a challenging one to manage and remain a 

leader in. And finally, the loss of key customers could also adversely impact 

CGI’s stock valuation. 
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Exhibit I. Comparable Company Analysis (2015E) 

 

Exhibit II. Valuation & Target Price 

  

 

Global Providers Currency Market Cap Net Debt Price Current EV P/Sales EV/EBITDA

IBM USD $157,792 $32,328 $161 $189,391 1.8x 9.2x

Accenture USD $67,628 -$4,897 $102 $59,038 2.0x 11.7x

NTT Data JPY ¥1,666,170 ¥280,608 ¥5,940 ¥1,780,333 1.1x 7.7x

Computer Sciences Corp USD $8,966 $571 $65 $9,672 0.8x 11.5x

Average 1.4x 10.0x

US Government Providers Currency Market Cap Net Debt Price Current EV P/Sales EV/EBITDA

Booz Allen Hamilton USD $4,115 $1,419 $28 $5,734 0.8x 11.0x

Leidos Holdings Inc. USD $3,005 $723 $40 $3,881 0.6x n.m.f.

CACI International USD $1,988 $1,216 $82 $3,220 0.6x 10.8x

SAIC USD $2,476 $188 $54 $2,518 0.6x 9.7x

Mantech International USD $1,126 -$24 $30 $1,230 0.7x 9.9x

ICF International USD $659 $338 $34 $1,168 0.6x 12.2x

NCI Inc. USD $134 -$26 $10 $161 0.4x 7.0x

Average 0.6x 10.1x

Europe Based Providers Currency Market Cap Net Debt Price Current EV P/Sales EV/EBITDA

Cap Gemini EUR £15,057 -£1,125 £87 £8,632 1.3x 8.2x

Atos Origin EUR £7,079 -£989 £69 £5,938 0.7x 7.7x

Indra Sistemas EUR £1,771 £672 £11 £2,568 0.6x n.m.f.

Average 0.9x 7.9x

Global Average 0.9x 9.7x

CGI Group CAD $13,623 $1,791 $48 $15,415 1.3x 9.4x

 

Discounted Cash Flow Analysis (000's, expect for Target Price)

PV of UFCF $3,774,130

PV of Terminal Value $14,102,757

Enterprise Value $17,876,888

Less: Net Debt $1,791,433

Equity Value $16,085,454

S/O 281,820

Target Price $57.08

Target Price $57.00

Current Price $48.34

Dividend Yld 0.00%

Expected Return 18%

Source: Bloomberg 

Source: CPMT Analysis 
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Business Description 
Saputo Inc. (SAP) is a multinational dairy producer based in Montreal, 

Quebec. SAP produces a wide array of products such as cheese, milk, and 

cream that are sold in more than 40 countries. SAP’s customers vary from 

retailers and foodservice providers to industrial companies that utilize dairy as 

an input. SAP sells its products under 22 brand names, including Saputo, 

Dairyland, Milk2Go, and Neilson, and is among the top 10 largest dairy 

producers in the world. SAP owns and operates 55 dairy production plants in 

total; 25 of these plants are in Canada, 26 are in the United States, with 2 each 

in Australia and Argentina. SAP has acquired 22 dairy manufacturers since its 

1997 initial public offering. SAP currently has 11,700 employees and $10.7B 

in annual revenue.  

    

Industry Overview 
Canada’s dairy industry operates under the National Milk Supply Management 

system, which utilizes production regulations and import quotas to ensure that 

dairy supply is sufficient to meet consumer demand. The Canadian market is 

dominated by three companies: Agropur, a private farming cooperative, 

Parmalat, a public Italian corporation, and SAP. With 2,765 employees and 

$1.47B in annual revenue, Agropur is only a fraction of SAP’s size. The “big-

3” holds a combined ~75% market share of Canadian milk processing. In the 

US, there are a wide variety of government regulations in the dairy industry, 

including price supports and import limits. In Australia and Argentina, prices 

are negotiated privately with no government intervention, and there are no 

import quotas. These free markets are attractive regions for SAP to operate in, 

and give the company increased access to developing economies. The dairy 

industry is being shaped by growth in the emerging markets, which are 

expected to provide the foundation for dairy demand going forward. As 

income levels rise, the quality of diets increases, which drives demand for 

dairy. In China and the US, dairy consumption is at record high levels.  

Investment Thesis  
We view SAP as a company that 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, 

and a long-lasting competitive advantage over its peers. Despite its position 

as a defensive, consumer staples stock, we believe that SAP has great upside 

potential. Showing a strong commitment to shareholders, SAP has raised its 

dividend 12 times since 2003. SAP has a healthy balance sheet, with total 

debt representing ~15% of its current market capitalization. SAP’s interest 

coverage ratio is 13.0x, providing a healthy margin of safety for its debt 

obligations. 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. We expect 

SAP to benefit from the changing demographics in foreign markets, 

specifically rising incomes and more nutritious diets in developing nations.  

 

 

Saputo Inc.  
 

Consumer Staples 

TSX: SAP 

Buy Recommendation  

  

July 30, 2015

Jason Field, Fund Manager

Chris Hanson, Fund Manager

Amin Haji, Research Associate

Return on Investment

Current Share Price $29.79

Dividend Yield 1.46%

Target Price $45.00

Holding Period Return 53%

Market Profile

52 Week Range $28.78 - $37.58

Shares Outstanding (000's) 390,919

Average Daily Vol (000's) 548

Market Capitalization ($mm) $11,645

Net Debt ($mm) $1,667

Enterprise Value ($mm) $13,313

Beta 0.54

Estimates 2015 2016E 2017E

Revenues ($mm) $10,658 $12,264 $13,587

EBITDA ($mm) $1,062 $1,302 $1,476

EBITDA Margin 10.0% 10.6% 10.9%

EPS $1.94 $2.20 $2.56

EV/EBITDA 12.5x 10.2x 9.0x

P/FCF 17.6x 16.4x 14.0x

Historical Trading Performance

Volume (mm)Share Price (C$)
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Growth and Catalysts 

We view the biggest catalyst for SAP’s share price appreciation to be 

continued success in the company’s international expansion, capturing market 

share in emerging economies. Australia and Argentina are SAP’s two biggest 

targets for growth due to their large dairy production, strong and growing 

demand for dairy, low regulation, and attractive business policies. In addition, 

we are excited at the prospect of SAP increasing its presence in Australia and 

Argentina because these countries are among the lowest cost dairy producing 

nations in the world, and provide access to markets in Oceania and South 

America. We expect dairy demand to be driven by a continued trend towards 

wholesome, nutritious diets with the convenience to fit busy lifestyles. In the 

US, which accounts for 49% of SAP’s revenues, dairy demand has increased 

by 9.9% this year. With income from Argentina still in negative territory, the 

massive potential of South America has not yet revealed itself on SAP’s 

income statement. As SAP’s supply chain and customer base is established in 

Argentina, we view this country as a main catalyst for earnings growth in the 

future.  

 

Corporate Governance 
Emanuele “Lino” Saputo founded Saputo in Montreal in 1954 and is still 

active as the Chairman of the Board more than 6 decades later. In 2004, 

Emanuele’s son Lino Saputo Jr. took the helm as CEO in addition to being 

Vice-Chairman. We view SAP as having one of the strongest, most loyal 

management teams in the space, with a great track record of growing 

organically, making accretive acquisitions, and providing shareholder value. 

To ensure alignment, each Director is required to hold a minimum of $150k 

in SAP shares, and each Executive Officer is required to hold SAP shares 

that are at least equal in value to 1.0x base salary. Saputo insiders own a 

combined 34.5% of outstanding shares in Saputo, comprised mainly of the 

133,560 shares (34.0% O/S) owned by Gestion Jolina Inc., a private holding 

company controlled by founder Emanuele “Lino” Saputo. We view this 

favorably as it indicates strong alignment, admittedly coming along with 

some entrenchment risk.  

 

Valuation 
To arrive at our valuation of $45.00/share, both intrinsic discounted cash flow 

analysis (DCF) and relative valuation methodologies were analyzed with a 

50/50 application of each. From our three-statement model, our discounted 

cash flow analysis yielded a share price of $58.00, while our trading 

comparables analysis yielded a share price of $33.00.  

 

Risks 

SAP’s operations rely heavily on strong relationships with farmers and 

suppliers, and a negative turn in these relationships is a risk for SAP. To 

respond to changes in consumer trends, SAP maintains excess capacity 

between 15% and 36% in its production facilities, providing increased 

flexibility. As a manufacturer of dairy products, fluctuations in dairy prices 

have a large effect on SAP’s operational results, both top and bottom line.  

 



 

18 

 

Exhibit I. Pro forma Operating Metrics 

 

 

Exhibit II. Valuation & Target Price 

 
 

 

 

 

 

Saputo FY 2013 FY 2014 FY 2015 FY 2016E FY 2017E

(C$000's) except for per share data

Income

Revenue $7,297,677 $9,232,889 $10,657,712 $12,263,845 $13,587,309

Growth % 27% 15% 15% 11%

EBITDA $860,772 $1,020,345 $1,061,723 $1,301,984 $1,476,004

Growth % 19% 4% 23% 13%

FD EPS $2.66 $2.98 $1.94 $2.20 $2.56

Growth % 12% -35% 14% 16%

Balance Sheet

Current Ratio 1.2x 1.1x 1.7x 2.0x 2.4x

Net Debt $1,505,123 $1,749,948 $1,667,260 $960,859 $131,976

Interest Coverage N/A 78.5x 77.9x 110.0x 147.1x

Book Value/share $1.43 $2.05 $2.55 $4.64 $7.09

Cash Flow

FCF/share $2.37 $2.22 $1.69 $1.82 $2.13

Net Debt/FCF 3.2x 4.0x 2.8x 1.4x 0.2x

 

Discounted Cash Flow Analysis

PV of UFCF $5,893,895

PV of Terminal Value $18,300,792

Enterprise Value $24,194,686

Less: Net Debt $1,667,260

Equity Value $22,527,426

S/O 390,919

Target Price $57.63

Relative Valuation

Assumed EV/EBITDA Multiple 11.5x

2016E EBITDA $1,301,984

Valuation $14,972,817

Present Value $14,459,404

Less: Net Debt $1,667,260

Equity Value $12,792,144

S/O 390,919

Target Price $32.72

Target Price (50/50 Weighting) $45.18

Current Price $29.79

Dividend Yield 1.46%

Expected Return 53%
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Compliance Report 
The Fund Analyst has deemed that the Fund Managers have acted in compliance with the Charter’s qualitative 

objectives, including the following: 

 To act in accordance with the CFA Code of Ethics and Standards of Professional Conduct. 

 To seek investments with quality management, a competitive advantage, a strong balance sheet, and growing 

free cash flows. 

 To disclose any conflicts of interest within 30 days of it being discovered and abstaining from any decision-

making relevant to the conflict. 

 To ratify investment decisions at a minimum of 60% approval by FMs after all appropriate research has been 

completed. 

 To act prudently and in the best interest of the Fund and its beneficiaries at all times. 

 

In addition to this, there were several non-compliant and partially compliant items. Please see the full Q1 2016 

Compliance and Performance Report for details regarding CPMT’s performance over the quarter, and 1, 3, 5, and 10-

year time periods. 

The Fund Analyst recognizes the inability of the Fund Managers to control many of the long-term non-compliant 

items. The Fund Analyst has determined that the Fund Managers are in compliance with the Charter for all items 

within their control. 

Non-Compliant Charter Items: 

1 - Section 3.4a. Absolute Return - expectation of 7% nominal return gross of all fees and expenses. 

 Reason: CPMT only achieved a 7% gross nominal return over the 3, 5, and 10-year periods. CPMT has 

returned below the nominal 7% return over the 1-year period. 

 Recommendation: Continue to actively search for desirable investment opportunities with the objective of 

increasing CPMT’s nominal return indefinitely. 

 

2 - Section 3.4b. Relative Returns - exceed the return of the S&P/TSX Composite Total Return Index by 100 basis 

points and exceed the 50th percentile of a universe of Canadian equity funds managed according to a similar 

investment style. 

 Reason: CPMT only returned above the TSX Composite by 100 bps over the 1-year period. CPMT also 

exceeded the 50th percentile of a universe of Canadian equity funds managed according to a similar 

investment style over the previous quarter. 

 Recommendation: Continue to actively search for desirable investment opportunities with the objective of 

increasing CPMT’s return over the TSX Composite indefinitely. 

 

3 - Section 3.4d. Risk Adjusted Returns - The risk level of the Fund will be regularly monitored. Fund performance 

will be evaluated based on at least 100 bps of alpha generated relative to the S&P/TSX Composite Total Return Index. 

 Reason: When adjusting for risk, no time horizon beat the TSX Composite by the 100 bps of Alpha threshold. 

 Recommendation: Seek investments to achieve a high level of diversification, a low degree of volatility and 

minimize transaction costs in the pursuit of the 100 bps of Alpha relative to the TSX Composite. 

 

4 - Section 6.3a. Equities - Not more than 7% of the portfolio shall be invested in the common stock, or other equity 

issues of any one company and its majority owned subsidiaries. 

 Reason: The iShares Core S&P/TSX Capped Composite Index ETF holding amounts to over 7% of CPMT 

holdings. 
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 Recommendation: Continue decreasing of XIC ETF holding when desirable picks are found. In doing this, 

CPMT will achieve market return from the ETF while not moving forward without proper due diligence on 

Fund Manager stock picks. 

 

5 - Section 6.3b. Equities - Investments shall be diversified, with investments in at least 7 of the 10 S&P/TSX sector 

groups. The maximum weight for any single industry group will be the lesser of 40% of fund value and 300% of the 

sector weight in the S&P TSX Composite Index. 

 Reason: CPMT is currently only actively invested in 6 of the 10 S&P/TSX sector groups.  

 Recommendation: Continue pursuing desirable investments in any of the remaining sector groups to achieve 

compliance. 

 


