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Brunswick Fund Mission
1. Leverage CI’s VoF stock research
2. Back proprietorial management
3. Allocate across Compounder, Reversionary & Real assets capital pools
**PORTFOLIO

#BENCHMARK VALUE ADDED

LAST 3 MONTHS

17.1%

16.5%

0.6%

FY 2020

6.1%

-7.7%

13.8%

FY 2019

5.1%

11.5%

-6.4%

FY 2018

16.0%

13.0%

3.0%

FY 2017

13.4%

14.1%

-0.7%

FY 2016

12.5%

0.6%

11.9%

FY 2015

14.3%

5.7%

8.6%

FY 2014

26.8%

17.4%

9.4%

FY 2013

32.0%

22.8%

9.2%

FY 2012

12.4%

-6.7%

19.1%

FY 2011

16.1%

11.7%

4.3%

FY 2010

18.7%

13.1%

5.6%

FY 2009

-19.4%

-20.1%

0.8%

FY 2008

-12.9%

-13.4%

0.5%

FY 2007

45.7%

28.7%

17.1%

FY 2006

35.3%

23.9%

11.4%

FY 2005

47.6%

26.4%

21.2%

SINCE INCEPTION*

15.5%

7.8%

7.7%

SINCE INCEPTION^

898.5%

234.2%

664.3%

*Annualised

^Cumulative (1 July 2004)

**Before fees and expenses
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“Dhyana is retaining one’s tranquil state of mind in any circumstance, unfavourable as

well as favourable, and not being disturbed or frustrated even when adverse
conditions present themselves one after another”
— D.T. Suzuki

Market and Portfolio Performance
While the March quarter was dominated by the rapid spread of the COVID-19 pandemic leading to
one of the sharpest bear market declines in history, the June quarter saw one of the quickest
recoveries.
Despite much of the world entering lockdown which has led to severe contractions in economic
activity globally, equities markets looked through to an eventual recovery, supported by some of the
most significant fiscal and monetary stimulus in history.
During the June 2020 quarter, the ASX200 Accumulation Index returned 16.5%. Although, this was not
enough to offset losses in March. For the 12 month period to June 2020, the Index returned -7.7%.
The portfolio faired relatively better, returning +17.2% for the June quarter and +6.1% for the 12 month
period, outperforming the index by 0.6% and 13.8% respectively.
Key contributors to portfolio performance during the 3 month period include Brickworks (BKW)
(announced new industrial JV lease to Amazon), Lifestyle Communities (LIC) (recovery from March
sell-off, acquired a new site in Clyde) and Elmo (ELO) (recovery from March sell-off).
Portfolio stocks that performed relatively poorly include CSL (CSL) (performed strongly through
February and March), United Malt Group UMG) (ongoing exposure to craft Beer consumption in the
US) and Brambles (BXB) (less leveraged to the recovery).
In late May Infratil (IFT), which falls into our Asset Play Subset of Value, released its FY20 results,
which were largely as expected, and shortly afterwards undertook a capital raising of NZ$300m. The
capital raising removed any balance sheet risk (gearing levels are now slightly below the low end of
its targeted range), particularly given the major Covid exposed asset, Wellington International Airport,
had already agreed to revised terms with its financiers.
IFT has a good track record of allocating capital and in our view the current list of internal
opportunities looks particularly attractive. For example, its data centre business (CDC), has a strong
investment pipeline in Canberra, Sydney and potentially New Zealand. CDC comprises just under
30% of our IFT valuation and is positively exposed to structural growth in the quantity of data and how
it’s stored, which has been augmented by Covid-19 accelerating the transition of data into the cloud.
To meet this growing demand will require additional investment in which the current unit economics
for CDC are exceptionally attractive, particularly given contracted megawatts are generally with strong
counterparties over long time periods (>5 years) and in an industry in which retention rates have
historically been very high (>98%). While CDC remains un-listed for the time being, it’s worth noting
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that its closest listed peer’s share price (NXT.AX) has increased ~70% YTD, outperforming the index
by 80% during a period of significant market stress.
Brickworks (BKW), another Asset Play, performed strongly in the fourth quarter of the financial year
as its largest discount to inferred NTA in the past decade unwound. As discussed in the previous
quarterly, BKW’s Building Materials exposure (Aus & US) comprises only ~20% of our valuation yet it
continues to trade in a highly correlated fashion to the Building Materials sector.
However very late in the fourth quarter, BKW announced that its Industrial REIT JV with Goodman
Group (21% of our valuation) had signed a 20 year lease pre-commitment with Amazon for a
distribution facility at Oakdale West. Post completion of the Amazon distribution facility, BKW expects
the JV’s assets to exceed $3bn with the JV retaining sufficient land for >5 years of future
developments underscoring the attractive under-appreciated value latency within this business.
During the quarter, Arena REIT (ARF) undertook a $60m capital raising to exploit Covid-19 induced
opportunities in the Childcare sector. The company has a strong history of deploying capital in a value
accretive and risk conscious manner and accordingly we participated in the placement. Following the
raising, ARF possesses very significant balance sheet latency (gearing of 18% vs target of 35-40%),
an attractive opportunity set for capital deployment and strong valuation support (6.5% normalized
dividend yield) while operating in a quasi-Government backed sector.
Another portfolio stock which reported results and raised capital ($171m) during the quarter was
United Malt Group (UMG). UMG is a Low Risk Turnaround following its de-merger from Graincorp in
April this year and is the fourth largest Maltster globally (brewers and distillers are its major
customers). The impact from lock-down measures, especially for bars and restaurants, due to Covid19 have been particularly pernicious on UMG’s high margin craft brewing customers as these
avenues represent their largest product distribution channel. While restrictions on bars and
restaurants have significantly impacted UMG’s most attractive customer segment, we believe the
current crisis will accelerate the optimisation strategy we had anticipated as UMG became a more
streamlined company focused entirely on its Malting operations and less on the vagaries of rainfall on
the East Coast of Australia.
*

*

*

*

Ryman Healthcare (RYM) reported their FY20 result delivering a reasonable performance despite
the significant impact of COVID-19 (Sales +11.6%, EBITDA +7.8%, NPAT/EPS/DPS +6.6%). RYM
has an excellent track record of earnings growth but in recent years this has slowed to below their
targeted 15% compound annual growth rate (or doubling Underlying Profit every five years). This was
due to consenting issues in Australia, investment in the cost base to support a doubling of the build
rate over the medium term (800 units pa going to 1,600 units pa), as well as funding pressures on
aged care earnings in both NZ and Australia.
Positively, management highlighted that after 18 months of hard work they now have 60% of their
land bank consented which de-risks the development pipeline and delivery of their build program. This
will re-accelerate earnings growth and manage elevated gearing levels as capital is recycled from
new unit sales. Importantly RYM’s brand and reputation has been enhanced following their
performance during COVID-19, further entrenching their market leadership and competitive
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advantage. The mission remains to provide care that is “good enough for mum” and the building
blocks now finally appear to be in place to deliver on the company’s ambitious aspirations.
As we mentioned in the March 2020 quarterly report, the portfolio took the opportunity to buy into a
number of attractively priced stocks with compelling VoF attributes at the peak of the COVID crisis in
March. One of these was Ampol (ALD), previously known as Caltex (CTX).
The stock fell significantly in March not only due to the impact of the COVID pandemic on fuel
demand but also due to Canadian based Couche-Tard pulling its takeover offer for the company,
citing uncertainty relating to the pandemic.
Ampol operates one of the largest fuels infrastructure and retailing businesses in Australia. Ampol’s
fuels and infrastructure business is responsible for strategic sourcing of crude oil, feedstocks, refined
products and management of the supply chain, with an infrastructure footprint that is very difficult for
new entrants to replicate. Ampol also operates a large scale convenience retail network of 781 owned
sites and ~2000 branded sites.
In addition to any cyclical recovery of fuel margins and volume, we see a number of sources of latent
value. Firstly, there are a number of opportunities relating to Ampol’s asset base. Ampol is close to
finalising an IPO of its property assets, which includes 250 sites nation-wide. Viva Energy
demonstrated the value creation that is possible by lowering the cost of capital of its property assets
via a REIT structure (Viva REIT now known as Waypoint REIT). Ampol also announced the sale of 50
freehold sites, and there is potential to extract value from its fuel infrastructure assets. Ampol has a
large unutilised franking balance which has potential to be utilised via any form of additional capital
return.
Secondly, there are a number of operating initiatives underway including a cost-out programme, and
the rollout of its metro/foodary offering.
Finally, we believe the appointment of Matthew Halliday as CEO (and even prior as CFO) further adds
to an already improving trend in focused management behaviour at Ampol.
In addition to Ampol, the portfolio also added two global stocks into the ‘compounder’ capital pool of
the portfolio. Firstly, US-based Intuit (INTU), which has been a long time Watchlist stock for our
global team. It was purchased in March after a 20% decline made it an underperformer since mid2019. Founded by board member Scott Cook in 1983 Intuit is the leading player in the US accounting
software for SMEs (Quickbooks) and tax filing software (TurboTax).
The business has a unique and rare mix of Growth and Stalwart characteristics with incumbent
leadership positions in its key markets combined with growth opportunities. Intuit’s QuickBooks Online
product, which can be thought of as the Xero of the US is the leader with 3 million subscribers in a
market of ~40 million SMEs that still mostly use Excel and paper receipts as accounting records. We
see a recurring revenue business growing its top line double digits with 33% operating profit margins.
Secondly, UK-based Halma (HLMA) was also added. Halma provides investors with access to the
secular trends in a number of specific areas which are expected to grow at a multiple of global GDP,
namely: (1) Safety regulation in industry, energy and infrastructure (e.g. utilities, metro stations, public
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buildings), (2) Access to and testing of life critical resources (e.g. water, air) and (3) Medical niches
and aging (e.g. ophthalmology, blood pressure monitors).
Halma has an exceptional track record of allocating capital via its M&A growth model over many years
and achieving a ROIC meaningfully above its cost of capital. The company has a long runway of
opportunities to deploy capital (at least another decade) and the current environment has the potential
to provide an increased opportunity set.
Halma generates strong free cash flow, has an underutilized balance sheet, is capex light (3% of
sales) and has now delivered 40 years in a row of 5% or more dividend per share growth. As such we
find the company trades at a reasonable valuation given the rare combination of quality, growth and
highly focused management.

*

*

*

*

During the quarter Mainfreight (MFT) reported its FY20 result highlighting ongoing solid performance
(Sales +5%, EBITDA +9%, NPAT/EPS +13%). While top-line growth was below MFT’s expectations,
the group continues to deliver margin expansion across a number of geographies.
MFT operate in a highly competitive market (freight & logistics). Despite this, MFT has delivered
consistently improving performance over time resulting in strong shareholder returns (TSR in the mid20%’s over 5, 10, 20 year periods). Key to this performance in our view, is MFT’s culture and
management team.
A focus of the portfolio is investing alongside what we call “Proprietorial Managers”. MFT sits in the
category of proprietorial managers we call “owner operator cultures”. These are businesses where
proprietorial behaviours have seeped into and through the firm; where the culture is closely linked to
the firm’s customer proposition and its success.
Through our interactions with company management and others within MFT we have observed many
of these behaviours over the years. To illustrate, below is an extract from the Chairman’s letter at the
beginning of MFT’s 2020 annual report, where he quotes the branch manager from MFT’s Perth
Depot – Jesse Cray Morgan (the full version is at the back of this report):
“Dad was an owner driver for Mainfreight back in the 1980’s through until the early 2000’s. At
that critical time in life where we are all asked “what do you want to be when you grow up?”
my father spoke about the merits of choosing a company that has a solid culture. He spoke
about the Mainfreight way. About promotion from within and how hard work will always lead to
gains. He was passionate about the business and he explained that passion drives people to
accomplish great things.”
“…A team member explained that at the end of the shift (the night before), their last unit was
loaded and closed up, but they discovered a piece of freight left behind. The team decided to
open the unit up and have the piece of freight travel that night. They were tired and it was
hard work. If they had taken the easy way out and chosen to leave that piece of freight

5

CI BRUNSWICK FUND

QUARTERLY COMMENTARY REPORT
Cooper Investors Pty Limited

AFS Licence Number 221794

ABN 26 100 409 890

For current performance information please refer to the Monthly Performance Report.

JUNE 2020
behind, we would have paid for the empty space on that unit and paid the next night for it to
physically travel.
If the team came across this same scenario a dozen times over a year and chose not to take
the easy way out we would reap the benefits and delight the customer, directly leading to
profit. Nothing works as well as hard work; it is too easy to say “no we can’t do that” and you
can easily find yourself starting to say no more often. Saying no is a lost opportunity, we find a
solution and offer that solution to the customer and make some money. Money for the
business and money for ourselves. With passion anything is possible.”
The full version is at the end of this report.
MFT remains an attractive compounder, offering both growth and defensiveness. Growth comes via
winning market share underpinned by MFT's quality offering, consistent execution and increasingly
scaled network. The defensiveness comes from MFT's underlying customer exposures (DIY, Food
and Beverage), which provided some buffer to COVID related weakness.
Even with a more defensive end customer, stage 4 lockdowns in NZ significantly impacted parts of
MFT’s business. MFT’s latent balance sheet, and the many years management had selectively built
up its customer base and quality offering has meant that MFT is likely to come out of the crisis in a
stronger position.
We expect its strong culture will continue to drive its success.
“The adversity in our early years stoked a fire in the belly of Mainfreight which will never go
out.”
Mainfreight Annual Report 2020
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The Portfolio – Strategy, Process and Structure
Objective & Structure
Provide long-term returns above the ASX200 Accumulation Index via:
•

Long-only, focused portfolio (20-40 stocks) with VoF qualities.

•

No leverage, no derivatives, no shorting.

•

Non-index, endowment-like philosophy across domestic and international markets.

•

Small team leveraging CI’s well-resourced research platform and back-office strength.

Differentiated Strategy
1. “Pure” application of CI’s VoF Philosophy:
o Benchmark unaware.

o 3 competing pools of capital – Compounding, Reversionary, and Real Assets and Income.

o Focus on companies with proprietorial VoF behaviour.
2. Limited capacity:

o Event and liquidity opportunities (ELOs), sell downs, IPOs and spin-offs.

o Quality small and mid-cap opportunities.
3. Access to the CI global stocks:

o Leverage to CI’s global research (up to 25% of portfolio).

o World-class global and regional champions.

o Australian equities global comparison companies.

Process
Our singular goal is to identify ‘risk-adjusted value latency’ diversified across ‘subsets of
value’ by focusing on businesses that have:
1. Identifiable value latencies.
2. Good operating trends and strong industry/strategic positions (with enduring qualities).
3. Focused Management Behaviour (‘proprietorial’ managers with skin and soul in the game).
The portfolio stocks can be grouped into three key areas or capital pools:
1. Compounding sources of value – Growth and Stalwart companies
o

World-class global, regional and domestic companies with preferential businesses or
assets and a pathway to future underappreciated value options.

o

Currently, we are focused on companies exposed to:


Ageing and Health.



New Economy (particularly software businesses).



Data and Telco infrastructure.

7

CI BRUNSWICK FUND

QUARTERLY COMMENTARY REPORT
Cooper Investors Pty Limited

AFS Licence Number 221794

ABN 26 100 409 890

For current performance information please refer to the Monthly Performance Report.

JUNE 2020

o

Stalwarts (22% of the portfolio)


o

Everyday needs.

Sturdy, reliable and generally larger companies with world-class privileged
markets and competitive positions. (ASX, Brambles)

Growth companies (33%)


Growing companies with value propositions identifiable by traditional value
metrics and run by focused, prudent and experienced management. (Lifestyle
Communities, Xero, CSL)

2. Reversionary sources of value – Cyclicals and Quality Turnarounds
o

In particular, we like spin-offs, privatisations and large-cap liquidity events (such as selldowns) where management is in place with a plan for unlocking value, with follow-on
value creating opportunities, and the assets are attractive to other potential owners.

o

At the moment, we are focused on:

Cyclicals in the agriculture sector exposed to drought.

Cyclicals exposed to US housing.

Infrastructure privatisations.

o

Cyclicals (9%)


o

Stocks showing upside leverage to the cycle with experienced and contrarian
managers who can allocate capital prudently and with good balance
sheets. (BHP, Ferguson)

Quality turnarounds (8%)


Sound businesses with good management and balance sheets. We especially
like spin-offs and government-to-private turnarounds. (Graincorp, Napier Port)

3. Real asset and income sources of value – Bond-Like Equities, and Asset Plays
o

This includes holding companies, Listed Investment Companies (LICs), infrastructure
and specialised real-estate companies and other asset-rich companies with growth and
hidden value options, and catalysts for capturing value.

o

At present, we are focused on:

o



Social infrastructure.



Family-linked holding companies.



European conglomerates



Overcapitalised Japanese companies

Bond-like equities (12%)


Stocks backed by assets (infrastructure, property, utilities etc) with secure, lowvolatile earnings and dividends that can be grown and recapture inflationary
effects over time. (ALE Property Group, Arena REIT)

8

CI BRUNSWICK FUND

QUARTERLY COMMENTARY REPORT
Cooper Investors Pty Limited

AFS Licence Number 221794

ABN 26 100 409 890

For current performance information please refer to the Monthly Performance Report.

JUNE 2020
o

Asset plays (13%)


Owner, operator managers with long term commitment to shareholders growth in
asset value. Stocks with strong or improving balance sheets trading at discounts
to net asset value or replacement value. (Brickworks)

We seek to partner with focused managers that display enduring proprietorial qualities with the ability
to deliver the value latency options afforded by good operation, industry and strategic position/trends.
The management and governance cultures of the companies we seek fall into 3 broad categories:
1. Family-linked and founder-led companies.
2. Owner-operator cultures.
3. Specialised, focused managers who are resetting governance and management priorities.
All of these proprietorial management styles have the following behavioural qualities:
•

Focus – intentional and know what they are doing.

•

Humility – authentic, energetic and focussed on long-term value.

•

Alignment with and respect for shareholder interests.

•

Deep, nuanced knowledge of the business/industry.

•

Value and risk-based capital allocation (often counter-cyclical).

•

Invest in skills, talent and innovation.

Currently, the portfolio holds around 5% cash and has around 16% of assets invested in overseas
stocks that own businesses in USA, Canada, UK and Mexico.
Portfolio attributes as at June 2020 are summarised below:
P/E
Beta
Yield
P/Book
ROE
Tracking error vs. ASX 200
Stock Number

25.48
0.90
2.57
1.96
7.63
5.66
37
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Portfolio Risk Metrics
The portfolio’s volatility remains below the benchmark, driven by its more diverse stock holdings and
lower concentration risk compared to the big four banks and large resource companies:
#BENCHMARK

*PORTFOLIO
Total Return

+898%

+234%

Max Drawdown

-40.0%

-47.2%

Best Month

+10.9%

+8.8%

Worst Month

-18.9%

-20.7%

Positive Months

69.3%

63.5%

Negative Months

30.7%

36.5%

Annualised Volatility

+12.0%

+14.0%

*Cumulative (1 July 2004), before fees and expenses
# S&P ASX 200 Accumulation Index
Max Drawdown for the Brunswick Fund occurred December 2007 to February 2009.
Max Drawdown for the ASX200 Accumulation Index occurred November 2007 to February 2009.
Best Month for the Brunswick Fund was November 2004, for the ASX200 Accumulation Index, it was March 2009.
Worst Month for both the Brunswick Fund and the ASX Accumulation Index was October 2008.

CI Brunswick Fund vs ASX200
(since inception)

Volatility (3 yr)
20%

20%
Brunswick Fund
ASX 200

2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

10%

5%

16%
Annualised Return

15%

Terms and Conditions

Brunswick
Fund

12%
ASX 200
Acc. Index

8%
4%
0%

0%

4%

8%
12%
16%
Annualised Volatility

20%

Information contained in this publication
The opinions, advice, recommendations and other information contained in this publication, whether express or implied, are published or made by Cooper Investors Pty
Limited (ABN 26 100 409 890), Australian Financial Services Licence (221794), and by its officers and employees (collectively "Cooper Investors") in good faith in relation
to the facts known to it at the time of preparation. Cooper Investors has prepared this publication without consideration of the investment objectives, financial situation or
particular needs of any individual investor, and you should not rely on the opinions, advice, recommendations and other information contained in this publication alone. This
publication contains general financial product advice only.
To whom this information is provided
This publication is only made available to persons who are wholesale clients within the meaning of section 761G of the Corporations Act 2001. This publication is supplied
on the condition that it is not passed on to any person who is a retail client within the meaning of section 761G of the Corporations Act 2001.
Disclaimer and limitation of liability
To the maximum extent permitted by law, Cooper Investors will not be liable in any way for any loss or damage suffered by you through use or reliance on this information.
Cooper Investors' liability for negligence, breach of contract or contravention of any law, which cannot be lawfully excluded, is limited, at Cooper Investors' option and to the
maximum extent permitted by law, to resupplying this information or any part of it to you, or to paying for the resupply of this information or any part of it to you.
Copyright
Copyright in this publication is owned by Cooper Investors Pty Ltd. You may use the information in this publication for your own personal use, but you must not (without
Cooper Investors Pty Ltd’s consent) alter, reproduce or distribute any part of this publication, transmit it to any other person or incorporate the information into any other
document.
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