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INVEST

S
teve King has spent most 
of his career surrounded 
by investors, yet the mar-
kets aren’t his passion. 
The president and CEO 

of Alaris Royalty Corp. (TSX: AD), 
which provides other companies 
with capital in exchange for non-
voting preferred shares, is far 
more interested in talking about 
entrepreneurs.

Entrepreneurship has been a 
major theme in the Calgarian’s 
life. His father, Frank King, helped 
found energy company Turbo 
Resources and led the campaign 
to bring the Olympics to Calgary. 
Steve King’s own first job had 
him working alongside Eric Sprott 
at Sprott Securities.

Still, it took him a while to real-
ize that he wanted to be a busi-
ness owner himself. For a time, 
working as an analyst at Sprott 
was enough. He was covering 

technology stocks in 2001 when 
the sector went bust. That expe-
rience taught him a valuable les-
son. “The companies that sur-
vived were the Warren Buffett 
kind of companies,” he says. 
“They were the ones that just 
made money.”

King went on to work with 
income trusts and learned some-
thing else. At their peak, before 
Ottawa nixed their tax advantage 
in 2006, trusts attracted more 
than 70% of the money raised 
in Canada, he says. There may 
no longer be trusts in most indus-
tries, but that demand for stable, 
high-yielding investments hasn’t 
disappeared. Indeed, King says, 
“as the population ages, they’ll 
be looking for more and more 
yielding products.”

In 2004, he formed Alaris Roy-
alty as a diversified yield vehicle 
that has managed to outlast the 
income trust craze. He knew he 
was on to something when bil-
lionaire Clay Riddell offered to 
put up personal assets to help 
secure a $75-million bank loan 
to capitalize the company. The 
idea was simple: King would give 
companies money in exchange 
for preferred shares, which would 
pay a monthly yield. He’d then 
pass a large portion of those pay-
ments to Alaris’s investors. 

King points out that Alaris, 
which went public in 2008, is 
not a private-equity company. 
He has no desire to sit on boards 
or get involved in company direc-
tion. He strives to generate a 16% 
yield on the initial investment 

and grow the return from there. 
Alaris has an 80% payout ratio, 
which would be recklessly high 
for a company that must reinvest 
in its operations. That’s the thing—
Alaris has no such operations.

King’s company is unique, but 
his investment process is one any 
investor can emulate. He wants 
to own “steady Eddy old-economy 
businesses that don’t have a lot 
of obsolescence risk,” he says. 
“We know the business will be 
around 50 years from now.” And 
he plans to stay invested for as 
long as he can; he still holds 
shares in the first company he 
bought into a decade ago. The 
investee firms are private opera-
tions that want to fund an expan-
sion or buy out a partner. Most 
have no exit strategy. Selling out 
is not King’s end game, though 
he has done it.

Today, Alaris is active in the 
health-care sector, owning stakes 
in LifeMark Health, Canada’s 
largest private health-care pro-
vider; and KMH Partnership, a 
medical testing provider. It also 
owns a flooring manufacturer, 
an aircraft repair company and 
a steel contractor. King makes 
three or four deals a year, but 
that could increase as Alaris 
reaches out to more companies 
in the United States. 

“That’s by far my favourite part 
of the job,” King says. “I spend 
a lot of time with these people. 
I know what their kids are doing, 
and I know their wives. We’re 
in a long-term relationship.”  
–BRYAN BORZYKOWSKI

MARKET MOVER

JUST THE INCOME, PLEASE
STEVE KING, PRESIDENT & CEO, ALARIS ROYALTY CORP., 
HAS HIT UPON A NOVEL WAY OF GENERATING YIELD FROM 
PRIVATELY HELD BUSINESSES

*Share prices charted from Jan. 10, 2014–Jan. 9, 2015

Materion Corp. 
(NYSE: MTRN)
P/E: 22.3 | Yield: 1%
1-year total return (C$): 23%

J F M A M J J A S O N D

US$33.76US$30.18

As tech companies push to 
develop products that are lighter, 
stronger, faster and more reli-
able, they are going to need the 
help of companies like Materion 
Corp. It supplies highly engi-
neered advanced materials to 
a number of industries, ranging 
from consumer electronics and 
telecom to cars and aerospace. 
The company has a price-to-
book value of just 1.5, yet it 
meets every one of Piotroski’s 
nine tenets. As a note from 
Stonegate Securities analyst 
Marco Rodriguez points out, re-
cent restructuring initiatives have 
improved margins, and new 
product rollouts could bolster the 
company’s performance in 2015. 

Trinity Industries Inc.  
(NYSE: TRN)
P/E: 7.2 | Yield: 1.5%
1-year total return (C$): 5.3%

J F M A M J J A S O N D

US$26.88
US$28.06

Shipping oil by rail has become 
big business in North America, 
and railcar manufacturer Trinity 
has been one of the biggest ben-
eficiaries. Demand for the com-
pany’s rolling stock exceeded 
analyst expectations in recent 
quarters, and it now has the lon-
gest backlog in the industry.  
Trinity recently expanded its tank-
car production capacity to try to 
keep up with demand. Neverthe-
less, its price-to-book value of 
1.7 is one of the lowest among its 
peers. The company also earns 
check marks in each Piotroski 
score category, highlighted by 
its growing earnings, falling debt 
levels and revenues that are 
growing faster than assets. 

Comtech Telecomm. Corp. 
(Nasdaq: CMTL)
P/E: 22.6 | Yield: 3.7%
1-year total return (C$): 11%

US$31.71US$32.23

J F M A M J J A S O N D

Last August, Comtech was 
exploring strategic alternatives. 
In December, management said 
the telecom equipment maker 
would continue as an independent 
company. Uncertainty over a 
business’s direction can deter 
potential investors, providing an 
in for value hunters. The company 
sports a price-to-book value 
of just 1.3. While sales have 
dropped off in recent years, J.P. 
Morgan analyst Joseph Nadol 
says bookings have stabilized 
and Comtech’s prospects are 
starting to improve. All but one 
of the five analysts who track the 
company have a Buy rating on 
the stock, with an average share 
price target of US$42.

        OFF THE CHARTS
A monthly screen for interesting stocks* By Mark Brown
If you’re a value investor, the swings in the equity markets are just what you’ve been waiting for. To identify 
some of the top value picks in North America, we turn to the Piotroski score. The accounting prof who devised 
this screen looks at nine metrics that cover profitability, leverage, liquidity and operating efficiency. 

ALARIS ROYALTY CORP.
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their best ideas for growing your 
nest egg—and keeping it from 
cracking—in 2015.

U.S. Equities
Quality counts in volatile times 
and, geographically speaking, 
that equates to the United States. 
Lower oil prices should put more 
money in the pockets of consum-
ers already emerging from years 
of self-imposed austerity, says 
Richardson. “It’s definitely not 
a cheap marketplace,” she cau-
tions. But she still thinks “old 
money tech”—like Microsoft (Nas-
daq: MSFT) and Apple (Nasdaq: 
AAPL)—“that historically have 
been able to weather any rise 
in interest rates will be direct 
beneficiaries of this capital 
expenditure spending cycle that 
we anticipate as we move into 
2015 and 2016.” 

Michael Greenberg, a portfolio 
manager at Franklin Templeton 
Solutions in Toronto, agrees U.S. 
stocks have a sunny outlook over 

the long term, meaning seven years 
or more. “We think there’s some 
good earnings growth potential 
from these companies, because 
they do have, and they will have, 
a pretty good advantage, having 
access to cheap energy [and] cheap 
labour, and we’re seeing manu-
facturing come back to the U.S.”

Japan
The deflation that hit the Euro-
pean Union in December is noth-
ing new to Japan, and there’s 
renewed negative sentiment sur-
rounding the country, but Green-
berg takes a contrarian stance. 
“We have a Japanese central bank 
that is being quite aggressive,” 
he says. “The largest pension 
plan in the world is Japanese, 
and they’re increasing their allo-
cations to equities, and that’s 
going to represent quite a large 
amount of money going into the 
markets. So we think there’s good 
support for the market in 2015.”

Richardson is likewise bullish 

on Japan, but as a value play. “It’s 
the cheapest market out there,” 
she says. “If we look at the price-
to-book basis, it’s less than half 
of the U.S. marketplace.”

Energy
Where oil prices go next is any-
body’s guess, but while they fall, 
Jerry Koonar of Leith Wheeler 
Investment Counsel in Calgary 
is seeing stock valuations become 
more and more attractive. “It 
allows us to maybe uncover some 
opportunities in the names that 
we were following that we may 
not have owned previously,” the 
portfolio manager says.

Greenberg sees energy as a 
potential second-half story for 
2015, after a new floor is estab-
lished. “As the year progresses, 
we think at some point the sup-
ply reaction to low oil prices will 
start to happen,” he says. “You’re 
starting to see rig counts go down 
in the U.S.; you’re seeing capital 
expenditure budgets slashed in 

the oilsands and the shale oil 
fields in the U.S. So at some point, 
as that supply comes off, that 
supply-demand balance becomes 
a little bit more natural.”

Emerging Markets
Investors have soured on emerg-
ing markets in recent years, as 
growth has failed to meet pro-
jections, but Richardson fore-
sees a turning point. “I think 
you’re going to start seeing peo-
ple say, ‘Wow, these valuations 
are really, really attractive, and 
over the next five to 10 years, 
I’m going to be happy that I have 
exposure there,’” she says. Rich-
ardson finds emerging Asia the 
most attractive, especially 
China. “China gets a bad rap. 
It’s got all this stuff in the news, 
with ghost cities and real estate 
markets crashing, but when we 
think about it, if the U.S. econ-
omy is forecast to grow some-
where between 2.75% and 3% 
for 2015, and China is growing 
at 6.5% or 7%, we’re still look-
ing at essentially twice the U.S. 
[growth rate] on a much bigger 
base than 10 years ago,” she says. 

If you’ve been sitting on the 
sidelines of emerging markets 
and are ready to get back in, Jur-
rien Timmer, director of global 
macro for Fidelity Investments 
in Boston, recommends buying 
particular stocks and geographi-
cally targeted funds rather than 
a broad index or exchange-
traded fund spanning the entire 
developing world. Every market 
will react differently to the pros-
pect of rising interest rates, a 
higher dollar and lower energy 
prices, he warns.  

Fixed Income
These days, holding bonds is all 
about hedging against the unfore-
seen. It’s hard to envision any 
capital appreciation like we saw 
in 2014. Still, Greenberg doesn’t 
think an expected U.S. interest 
rate hike spells disaster for fixed 
income. “It’s going to be a bit of 
a headwind,” he says.

Adds Timmer: “I think rates 
can stay low for quite a long 
time, and so I wouldn’t be in 
too much of a hurry to abandon 
the fixed-income portion of my 
portfolio.” –KRISTENE QUAN


