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Q&sA THE MICRO VIEW

Dan Goodman, founder, CEO and co-chief investment officer, GFI Investment Counsel Ltd.

Toronto-based GFI tailors investment portfolios for families, foundations, trusts and corporations. [t also operates the
Good Opportunities Fund, which uses a value-oriented approach to identify compelling long and short investments and

i= omly available to aceredited investors.

Q What's the firet thing you look af when
conusiclering a stock?

AW try hord niot $o0 use the term stock
since we see ourselves as buying fraction-
al ownership in a business. Some of the
key things we beok at are around the com-
pany’s competitive position. One of the
areas we've been focused on i3 obsoles-
cence risk. To us, it's more about looking
forward than backward. We have to make
sure the compary and the indwstry is not

Q@ What are some of the things on that
checklizt?
A It inchades balanee sheet suskain-

ahility or how many vears of redueed
earmings can the balance sheet with-
stand. We ask ourselves how much can
wie lose, what's the worst-case scenario,
and what would that lock like? Does the
Ccompany or business have recurring
revenue? We take a ceally close look at
the operating leverage inherent in the
company. If we cxpect & company to
grow at & certain rate, what does that do
to forecasted future earnings? Obvious-
1w, we're on the hunt for great operating
leverage. One term we've talked about
for a long time is durable competitive
advantage at a fair price. What are you
willing to pay for a business given that
it has such & wide moat or durable com-
petitive advantage? To us, that's eritieal.

0§ What gre the most fmporfent oalation
mefricef

A Tous, the valwe of anything is the pres-
ent value of (= future cash flow, Price-to-
cash flow and interést coverage are also
things we consider important, as they
help us derive our diseounted cash flow.
They help us ensure o margin of safety,
You can't overpay for free cash flow.

Q What ndieators can be meisleading?

A Earnings can be misleading, because a
lot of people capitalize certain expenses.
You really have to drive through that and
go to cash flow, One of the things that
trips people up with free cash flow and
even operating cash flow Is capex [cap-
ital expenditures]. They'll move parts

of capex beyvond eash from operations,
a0 you really have to underatand what
sort of ongolng capital expenditore the
business has to outlay to continue in
operation, You really have to deduet that
from cperating cash flow to gat a better
metric there.

Q What fs poarr zell discipline?
A Ve have a very specific sell discipline
hased on a price. What usually happens:
arcand an earnings announcermsent
we'ne right and the company does very
well is the stock rises and comes close to
our sell pricedt's & fluid process and we
have to analyze what they just released to
dietermins if the price shoald change, 17
fustuare growth prospects have changed so
mzch, maybe our price nesds revision. But
if nothing has changped, then we start sell-
ing as carly as 85% of our defined price.
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