Beutel Goodman World Focus Equity Fund
➤ Investment strategy

➤ Top 10 holdings (%)
VERIZON COMMUNICATIONS
OMNICOM GROUP INC
LYONDELLBASELL INDUS
CARLSBERG AS
MERCK KGAA
AUTOZONE INC
SMITH & NEPHEW
SOFTWARE AG
KELLOGG CO
SMITHS GROUP

4.7
4.3
4.2
4.2
3.9
3.9
3.8
3.7
3.6
3.5

➤ sector weights vs benchmark
Sector Weights (%)

Underweight/Overweight %

Sector

BG MSCI World C$

Materials
Telecom
Health Care
Industrials
Consumer D.
Consumer S.
Energy
Utilities
Real Estate
Info. Tech.
Financials
Cash

15.1
10.9
14.0
12.3
11.2
7.8
4.7
0.0
0.0
12.5
8.6
2.8

10.0
8.0

5.1
2.9
12.3
11.5
12.1
9.1
6.3
3.1
3.1
16.2
18.1

1.7
0.7
-0.9
-1.3
-1.6
-3.1
-3.1
-3.7

➤ regional weights (%)
Europe ex U.K. (45.6)
U.S. (36.8)
U.K. (12.8)
Cash (2.8)
Pacific Basin ex Japan (1.9)
Japan (0.0)
Emerging Markets (0.0)

➤ Performance % (annualized) to September 30, 2017
BG World Focus
Equity Fund
Total Portfolio

Current
1
Qtr
Year

2
Years

3
Years

4
Years

5
Years

10
Years

0.59

18.37

16.03

14.61

15.84

17.54

8.00

MSCI World Index C$

0.96

12.60

10.81

11.68

14.23

16.44

6.61

Management Effect

-0.37

5.77

5.22

2.94

1.60

1.10

1.39

➤ Performance % (annual) to September 30th
BG World Focus
Equity Fund

2017

2016

2015

The Fund seeks long-term enhancement of capital primarily through
investments in common stocks and other equity securities outside of
Canada. The number of stocks held is between 20-35.

➤ Investment Results
The Beutel Goodman world focus equity portfolio posted a positive return for the third quarter, but
underperformed the MSCI World C$ Index. Energy and Materials were the best performing sectors
in the index, followed by strong participation from Information Technology. The worst performer over
the period was Consumer Staples, which posted negative returns for the quarter due to challenging
industry headwinds, particularly food manufacturers and grocers.
During the third quarter, the U.S. Federal Reserve kept the Federal Funds rate unchanged at a
target range of 1-1.25%, and in line with market expectations, announced that its balance sheet
normalization program will commence in October. The Fed believes that near-term risks to the
economic outlook appear roughly balanced, but the Committee is monitoring inflation developments
closely. The Committee expects that economic conditions will evolve in a manner that will warrant
gradual increases in the Federal Funds rate.
Encouraging economic news from China continues. Second quarter 2017 growth of 6.9% year-overyear was announced and provided positive sentiment for global markets.
The portfolio underperformed in the quarter due to stock selection. Sector allocation effects were
positive, primarily due to an overweight position in the Materials sector.
In terms of stock selection, the strongest contribution came from the Materials sector, as LyondellBasell
and BASF produced double digit returns, strongly outperforming the sector.
Selection in Telecommunications was also a significant source of value added, as weakness in Vodafone
was more than offset by a very strong showing from Verizon, as well as good results from KPN.
These positive selection effects were outweighed by negative selection effects in Health Care and
Information Technology. In Health Care, Smith & Nephew’s good showing was not enough to offset
weakness from Merck KGaA. AmerisourceBergen and Bayer also underperformed significantly over
the period.
Selection in Information Technology was also a detractor over the period. Atea lagged after posting
results that included a very weak showing from Denmark. Oracle underperformed, falling significantly
after it offered disappointing guidance for its cloud revenue and profits for its second fiscal quarter.

➤ Portfolio Strategy & Activity
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Q3 - september 30, 2017

2014

2013

Total Portfolio

18.37

13.74

11.84

19.58

24.62

MSCI World Index C$

12.60

9.05

13.42

22.27

25.69

Management Effect

5.77

4.69

-1.58

-2.69

-1.07

In the third quarter, the world focus portfolio initiated three new positions:
As the supplier of close to one-third of Australian transport fuel, Caltex is well positioned to leverage
the strong and stable cash flows of its supply business to reinvest into the leading retail footprint of
service stations, while returning the majority of free cash flow to shareholders.
Roche is widely recognized as one of the strongest and most innovative pharmaceutical companies
in the world. Given the quality of the franchise and below-average valuation, Roche offers a very
attractive risk-reward proposition.
Based in the United Kingdom, Smiths Group is a diversified industrial conglomerate with leading
niche positions in infusion pumps used in healthcare settings, high performance seals used in chemical
plants and refineries, and sensors and software used to detect threats from explosives, weapons, and
chemicals at airports and other high risk areas. Smiths Group offers a fairly defensive mix of highrecurring revenue businesses with attractive margins, while the stock itself trades at a highly appealing
multiple.
The portfolio continued to build its positions in AutoZone and Omnicom and added to its investments
in AmerisourceBergen, GEA, HeidelbergCement, Merck KGaA, Kellogg and TGS Nopec.
To fund our new positions and the aforementioned additions, we initiated a process-driven trim in
Konecranes and, subsequent to hitting our target price, sold our remaining positions in Richemont
and Baxter on risk/reward considerations. We also sold the balance of our position in Bayer due
to our disappointment with management’s pursuit of Monsanto and the detrimental impact to the
balance sheet.

➤ Outlook
The slower rate of continuous growth seen since 2009, now well synchronized globally, extends the
business cycle, drives down volatility and discount rates while also promoting corporate cost vigilance
and the return of capital to shareholders. Most economists are expecting global GDP growth to reach
3% in 2017 and continue to grow at that pace in 2018. Europe and Japan continue to deliver positive
surprises. China has steadied its growth trajectory and added to the business confidence of the broad
region of Asia Pacific. Inflation, showing signs of picking up across many markets, is still at a low
level globally. Seeing the economic strength, more central banks are moving towards an uncharted
path of normalization after the unprecedented massive quantitative easing. Yet the actual tightening,
especially from the ECB and the BoJ, won’t happen for some time.
Given the relatively slow but steady economic recovery thus far, share price returns globally have run
far ahead of revenue growth, leaving the outperformance to be driven by significant margin expansion
and/or valuation multiple expansion. However as revenues are highly linked to overall measures of
economic growth, companies should now be entering a period of accelerating revenues, which in turn
will support further cash flow growth. In this environment of generally higher valuations, finding new
opportunities that meet our high hurdle rate remains a challenge. But the task has recently become
easier, as companies that face near term headwinds have tended to deviate further from their intrinsic
values, creating wider dispersions in share price performance, in turn leading to further potential global
equity opportunities.
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Disclosure Notes

Investment returns are expressed in Canadian dollars unless otherwise
noted, gross of investment management fees and net of operating
expenses for Beutel Goodman funds. Returns are time weighted and
annualized for periods greater than one year. Client returns may vary
due to cash flow timing and client-specific constraints.
Commissions, trailing commissions, management fees and expenses
all may be associated with mutual fund investments. Please read
the prospectus before investing. The indicated rates of return are the
historical annual compounded total returns including changes in unit
values and reinvestment of all dividends or distributions and do not
take into account sales, redemption, distribution or optional charges or
income taxes payable by any security holder that would have reduced
returns. Mutual funds are not guaranteed, their values change frequently
and past performance may not be repeated.
The I class units of the Short Term Bond Fund were not offered under
a prospectus for the period since performance inception to October
4, 2010 (the prospectus start date). The I class units of the Global
Dividend Fund were not offered under a prospectus for the period since
performance inception to September 14, 2010 (the prospectus start
date). Please see the related product profiles for the inception dates of
these funds. The I class units of the Global Equity Fund were not offered
under a prospectus for the period since its 1995 performance inception
to July 6, 2011 (the prospectus start date). Performance for each of
these Funds is combined to include both of these periods. The expenses
of these Funds would have been higher during these periods had these
Funds been subject to additional regulatory requirements applicable to
a fund whose units are offered under a prospectus.
Neither MSCI nor any other party involved in or related to compiling,
computing or creating the MSCI data makes any express or implied
warranties or representations with respect to such data (or the
results to be obtained by the use thereof), and all such parties hereby
expressly disclaim all warranties of originality, accuracy, completeness,
merchantability or fitness for a particular purpose with respect to any

Beutel, Goodman & Company Ltd.

such data. Without limiting any of the foregoing, in no event shall MSCI,
any of its affiliates or any third party involved in or related to compiling,
computing or creating the data have any liability for any direct, indirect,
special, punitive, consequential or any damages (including lost profits)
even if notified of the possibility of such damages. No further distribution
or dissemination of the MSCI data is permitted without MSCI’s express
written consent.
FTSE TMX Global Debt Capital Markets Inc (“FTDCM”), FTSE International
Limited (“FTSE”), the London Stock Exchange Group companies (the
“Exchange”) or TSX INC. (“TSX” and together with FTDCM, FTSE and
the Exchange, the “Licensor Parties”). The Licensor Parties make no
warranty or representation whatsoever, expressly or impliedly, either as
to the results to be obtained from the use of the relevant Index and/
or the figure at which the said Index stands at any particular time on
any particular day or otherwise. The Index is compiled and calculated
by FTSEDCM and all copyright in the Index values and constituent lists
vests in FTDCM. The Licensor Parties shall not be liable (whether in
negligence or otherwise) to any person for any error in the Index and the
Licensor Parties shall not be under any obligation to advise any person
of any error therein. “TMX” is a trade mark of TSX Inc. and is used under
licence. “FTSE®” is a trade mark of the FTSE International Limited and
is used by FTDCM under licence”.
The index information contained in this document has been obtained
from sources believed to be reliable, but we do not represent that it is
accurate or complete and it should not be relied on as such.
This document does not constitute an offer to buy or sell any securities,
products or services and should not be construed as specific investment
advice. All opinions and estimates expressed in this document are as
of the time of its publication and are subject to change. No use of the
Beutel Goodman name or any information contained in this report may
be copied or redistributed without the prior written approval of Beutel,
Goodman & Company Ltd.
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