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E
very weekday after-
noon, as the hordes
flee the bell at North-
ern Secondary

School on Mt. Pleasant Rd., kids
walk by Steve Thorne’s shop
wearing those ubiquitous white
iPod earphones.

As if to reaffirm the slogan
posted outside his showroom
full of high-end and hi-fi British-
made sound equipment: “The
goods are odd, but the odds are
good.”

In this age of music file down-
loads and comparatively cheap
MP3 players the approximate
weight of a digestive cookie, it
would seem Thorne’s store, hi fi
fo fum, is a cute throwback.

Which, in a way, is just the way
Thorne, 42, wants it.

Standing in his small show-
room painted red, green, laven-
der and blue, he says, “I wanted
something fun. You’re selling
toys here. You’re competing

against an addition to the house,
a Jacuzzi, a swimming pool, new
toys for the cottage.

“That’s why the store is
painted the way it is. These are
the colours from Toys ‘R’ Us and
McDonald’s playland. I just
tried to make it an adult Toys ‘R’
Us.”

You probably won’t find too
many teens with $1,500 Creek
amplifiers in their bedrooms.
And they can’t slip a 14-pound,
$2,000 Arcam CD player/radio
in a jacket pocket.

Cost and convenience — not to
mention the “cool” factor — are
likely why more than 30 per
cent of all Canadian households
have portable MP3 players, ac-
cording to one projection by the
Yankee Group in Ottawa.

Plus, Apple just released its
iPod Hi-Fi compact sound sys-
tem with iPod dock. On Apple’s
Canadian website, the system
sells for $429 and promises
“rich, audiophile-quality sound.
. . . Goodbye, big stereo.”

In the U.S. last year, retail sales
of home audio equipment, in-
cluding stereo system compo-
nents, fell nearly 18 per cent to
10.2 million units, while sales of
iPods and other portable digital
players rocketed up from about

7 million units in 2004 to 19 mil-
lion, according to research by
New York firm NPD Group.

All of which only makes the
owner of hi fi fo fum more deter-
mined to be the little guy.

“You got to sit back and draw a
line in the sand,” says Thorne,
who opened the store six years
ago after working in several hi-fi
stores around Toronto. “This
pie is small but there’s a lot less
guys doing it. Not everyone is
going to understand it or want it.
But I got to give it a shot.”

In fact, what Thorne sees out
his window is not the march of a

market lost to Apple, but a key to
the continued success of his
business.

His thinking is: More iPods
mean more people listening to
music. 

“It’s no different than a Walk-
man, a Discman. It’s no differ-
ent. It’s here. It’s not gonna go
away. Look how many are sold,”
says Thorne, who does not own
an MP3 player or a cellphone.

And he expects to be behind
the counter as those teens age,
earn more and, as he says, inevi-
tably want better.

“People aren’t going to run out

and buy their wine in a box
( just) because they can,” he
says. “You open the bottle, you
decant it, you have the right
glass so it hits the palate proper-
ly. A lot of guys play in that sand-
box and appreciate that.

“Everybody’s going to want
better. If you can prove that it is
better, that’s what you have to
do.” 

Give Thorne your ear, and he’ll
make the case. First, highlight
the odd. Like the caption on his
website that claims, “Quite pos-
sibly the world’s smallest Brit-
ish audio shop.”

Do the homework. Call the fac-
tories, talk to the people making
the machines. Be prepared to
know more than the savvy con-
sumer who researches online
before walking in the store.

“I used to drive a cheap (car)
for so long. But when you start
occasionally borrowing a better
car, you’re like, ‘Wow, my car is
crap. Maybe I can’t afford to buy
the better car today. At least I
know it’s out there,’ ” he says.

Thorne turns up the volume
on a Habib Koité CD spinning in
a Creek player powered by a
Creek amp hooked up to two
speakers. 

The system costs $5,500 —
enough to outfit 30 students at
Northern Secondary with the
cheapest version of the 1.5-
ounce iPod nano.

Behind the counter, he keeps a
soldering gun on a hook.

“Some people walk in and
they’ll need a cable to hook up
their iPod to their main system.
We can make it on the spot.”

It’s a custom job he might need
to do more often.

For in addition to finding the
obvious trend of MP3 players on
the rise, a recent Yankee Group
survey revealed an interesting
nugget: Canadian households
with three or more portable
MP3 players are more likely to
own one or two stereo systems
than none at all.

Selling Hi-fi in the age of Wi-fi
STRATEGIES
Stereos now seem
passé. But when
iPod-chic sounds
cliché, this man
will be ready 
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Steve Thornes in his colourful and comfy audio toy store. After iPod, “Everybody’s going to want better.’’

‘The goods are odd, but
the odds are good’

P
eter Puccetti doesn’t
carry a battle-axe to
the boardroom. But
he may as well.

The Toronto man may be per-
sonable and polite, but he wields
a mighty stick when it comes to
companies he invests in as the
chair and chief investment offi-
cer for Goodwood Inc. 

“I think there is a newfound
sense in the corporate world
that shareholders aren’t going
to put up with mismanaged or
inefficient companies any-
more,” says Puccetti, one of Bay
Street’s star money managers.
“And they’re willing to do some-
thing about it.”

Puccetti’s weapons are proxies
and lawsuits and a keen-eyed
sense of the bottom line. Inept,
fat, underperforming compa-
nies beware: Hedge funds such
as Puccetti’s are the new Bar-
barians at the gate — and the re-
percussions promise to trans-
form corporations globally. 

The warfare — make no mis-
take, this can be war — is being
waged daily in boardrooms
around the world. For compa-
nies that are perceived to be un-
derperforming it pits share-
holder against management in a
struggle for power and profit. 

Puccetti and partners Camer-
on MacDonald and Rob Kittel
have become poster boys for the
activist shareholder movement
in Canada for their track record
of unlocking value in companies
with mired management. 

But they’ve got a lot of catching
up to do with the competition.
The year may be young, but the
Canadian corporate landscape
is already being transformed be-
cause of hedge fund activism:
* Last week Manitoba Telecom
Services Inc., Canada’s third-
largest phone company, said it

was putting up high-profile To-
ronto hedge fund manager Jim
MacDonald as a nominee for its
board. MacDonald fought with
the firm in the past and wants it
turned into an income trust.
* Intrawest Corp., the ski de-
veloper, said it was considering
how to increase its share price,
likely prompted by pressure
from shareholders like Ameri-
can hedge fund Pirate Capital. 
* Fairmont Hotels & Resorts,
operator of such properties as
the Banff Springs and Toronto’s
Royal York, agreed to a $3.9 bil-
lion sale to Colony Capital and
Kingdom Hotels. The sale was
put in motion after a hedge fund
headed by billionaire investor
Carl Icahn put the firm in play. 

“Shareholders are now a lot
more willing to be active instead
of passive investors,” says Jim
MacDonald, chair of Enterprise
Capital Management Inc., and
one of the godfathers of active
investing in Canada. “I think
this can only be a good thing be-
cause it creates a climate of bet-
ter corporate performance.”

Not surprisingly, some of the
top talent from investment
banking and fund management
have struck out on their own.

And the reason is simple: Mon-
ey. The take-home pay of the top
hedge fund managers dwarfs
that of CEOs of even the largest
publicly traded companies.

The pay cheque last year alone
for George Soros, perhaps the
most famed hedge fund manag-
er, was a staggering $750 million
U.S., according to Institutional
Investor. And even when hedge
funds lose their prey they can
still drive up the stock price and
win in the end.

Carl Icahn, for example, made
a bid for Toronto-based Fair-
mont, saying the stock was lan-
guishing. He was trumped by
deep-pocketed Saudi Prince Al-
waleed Bin Talal. But Icahn
bagged a cool $116.5 million U.S.
dollars on shares he has held
since November.

“Sometimes you have to shake
a few trees to make some value
surface,” says Puccetti. “Unlike
say a mutual fund, the typical
hedge fund isn’t going to wait
three years for management to
get its act together.”

From fewer than 1,000 hedge
funds in 1990, there were close
to 10,000 hedge funds globally
by the end of 2005. Assets under
management grew from an esti-

mated $25 billion to more than
$1 trillion during the same peri-
od. In Canada, it is estimated
that hedge funds control about
$30 billion in assets.

Still, with so many permuta-
tions of funds, even experts have
a hard time figuring out a defini-
tion. “I’d like someone to tell me
exactly what a hedge fund does,”
quips MacDonald. “I still don’t
know what the term means. I
think sometimes it’s a fancy
name for charging too much to
manage other people’s money.”

Corey Goldman, a Toronto-
based senior editor at MAR-
Hedge, an industry trade publi-
cation, says the real difference
between a mutual fund and a
hedge fund is that “a hedge fund
is geared toward a more sophis-
ticated investor and governed
by fewer rules.”

The classic hedge fund has its
roots in the 1940s when Fortune
magazine journalist Alfred
Winslow Jones thought he
could do a better job of manag-
ing money than the people he
interviewed. Jones was the first
manager to develop a leveraged
long stock position with a port-
folio of short stock positions.

Long positions make a profit

when a stock goes up; short po-
sitions when the stock goes
down. Hence the term “hedge”
fund, as in hedging your bets.
The idea worked — and Jones’
fund outperformed all mutual
funds in that era. Since then, af-
ter decades of ups and downs,
hedge funds have become fash-
ionable again.

“At the end of the day, it’s really
about forcing cheap stocks to go
up,” says Puccetti, whose own
fund has posted an impressive
22.5 per cent return over the last
nine years after deducting fees.

Puccetti’s latest conquest has
been Cenveo Inc., a struggling
envelope and packing firm
based in Colorado. In the nine
months his company has been
buying shares, along with part-
ner Burton Capital, Cenveo
stock has increased by 153 per
cent from around $7 Canadian
to $17.50. That’s a $20 million
windfall in just nine months. 

Still, hedge funds have come
under increasing scrutiny espe-
cially after the implosion of sev-
eral in the U.S. and Canada.

Canadian authorities are still
investigating Portus Alternative
Asset Management Inc., pushed
into receivership last March by

Hedge fund managers like this one will virtually take over a company if they think
that management is messing up and letting shareholders down. By Tony Wong

. . . or else
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the Ontario Securities Commis-
sion. Portus had about $800
million in investor assets. Re-
ceiver KPMG is trying to re-
cover more than $8 million in
diamonds bought by one co-
founder with company funds.

With less regulation, hedge
funds are a riskier bet for most
investors. Some critics say they
can also be detrimental to the
long-term health of a company.

A recent report by American
investment bank The Taylor
Companies warns that “Activist
investing is not without risks.”

The wrong strategy could re-
sult in no improvement or even
a decrease in share price, or
worse even if there is a short
term bump in share price, the
actions could cause harm to the
company, said the report.

Ironically, Puccetti doesn’t see
hedge funds as the way of the fu-
ture but another investing fad.

“We had the leveraged buyout
funds in the ’80s and everyone
was worried they were going to
take over the world. Then in the
’90s it was the technology funds
and the billions made by kids on
skateboards. Now there are
fears that hedge funds are get-
ting too big and powerful and
too influential, and that too will
pass,” says Puccetti, the son of a
philosophy professor, who
named his fund after the town of
Goodwood, just south of Stouff-
ville where he first started it.

What will eventually prick the
balloon is “a dearth of solid re-
turns that don’t justify the fee
structure,” says Puccetti. “As
fast as the money comes in, it
can leave.”

But not before tweaking the
noses of a few CEOs and chang-
ing the Canadian corporate
landscape for good.


