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CI American Small Companies Fund
Market Overview
•

Trade negotiations between the U.S. and China, which were expected to conclude in April 2019,
collapsed during the second quarter of 2019. U.S. tariffs on US$200 billion of Chinese goods were
subsequently raised from 10% to 25%, causing investors to worry about how that would influence
economic growth. Stock prices reacted sharply to each piece of trade news throughout the period.
(U.S. President Donald Trump and China President Xi Jinping declared a truce and a resumption of
negotiations after the quarter-end.)

•

Economic activity in the U.S. was broadly expected to moderate despite gross domestic product
growing at a faster-than-expected 3.1% rate in the first quarter of 2019. U.S. investors appeared
braced for a downturn, with fund managers raising cash. The labour market maintained its
momentum, with unemployment declining to 3.6%, the lowest rate since 1969. Wage growth and
housing were soft spots.

Performance Summary
•

Over the second quarter of 2019, Class F of CI American Small Companies Fund (the “Fund”) returned
0.6%, slightly outperforming its benchmark, the S&P 1000 Total Return Index, which returned 0.4%
over the same period.

•

Only five of 11 market sectors posted a positive return for the period. Against this backdrop, the Fund’s
less-than-index weight in energy and real estate, two of the weakest-performing sectors, contributed
to performance.

•

While security selection was positive in the communication services, consumer staples, industrials and
materials sectors, selection in other sectors more than offset that advantage.

•

Certain holdings detracted from results during the quarter, including those in the consumer
discretionary, financials and information technology sectors.
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Contributors to Performance
•

A top contributor to the Fund’s results during the quarter included CarMax Inc., whose shares
continued to appreciate after the company reported fiscal first-quarter 2019 revenue and profits that
exceeded consensus expectations. Same-store sales rose by 9.5%, the best since 2013. Factors that
supported share prices during the quarter included lift from omnichannel rollouts and strong
execution, narrowing new-versus-used price spreads, increasing demand from credit tier-2 and tier-3
customers, and tax refunds.

•

In consumer discretionary, LGI Homes, Inc. reported that May 2019 home closings grew at 19.1% yearover-year, as compared to the 3.6% year-over-year growth in May 2018. Consensus revenue growth
for the next four quarters is in the double-digits, which seems realistic based on the easier comparisons
from last year, an accelerating community count, stronger pricing power due to constrained entry level
supply, and the recent decline in interest rates that makes home ownership more affordable.

Detractors from Performance
•

In the consumer discretionary sector, shares of Stamps.com Inc. continued to decline after the
company announced its intent to end its exclusive partnership with the United States Postal Service.
The company cited a new strategic initiative to seek contractual arrangements with Amazon.com, Inc.;
FedEx Corp.; United Parcel Service Inc.; and DHL International GmbH. While the shift in strategy will
depress the company’s revenue growth in the short run, we believe the company’s results should
benefit over the long term from open arrangements with more competitive partners. After the
announcement, the United States Postal Service also signalled its desire to renegotiate contracts with
over 125 e-commerce customers of Stamps.com, putting additional pressure on the company’s
financial results. While the shift in strategy will depress revenue growth in the short run, we believe
the company’s results should benefit over the long term from open arrangements with more
competitive partners.

•

In energy, Core Laboratories N.V. reported first-quarter revenue and profits that exceeded consensus
expectations. However, both the top and the bottom lines were lower than in the previous year. Lower
contribution from the company’s reservoir description and product enhancement segments led to
weaker results. Nonetheless, our view is that the reservoir description segment is finally starting to
see core and fluid samples from deep-water projects sanctioned in 2017. There were 20 projects
sanctioned in 2017 and 30 in 2018, and there are an estimated 30 projects that will be sanctioned in
2019. Therefore, the segment should see a multi-year pickup in business, assuming oil prices hold up.
The production enhancement segment has begun to pick up after a lull in U.S. completions in the
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fourth quarter of 2018 and should continue to grow faster than completions, as producers add more
chargers per stage.
Portfolio Activity
•

During the period, the Fund purchased several new companies that fit well with its emphasis on cash
generation and optimal capital deployment. For example, in consumer discretionary, Monarch Casino
& Resorts, Inc. owns and operates the Atlantis Casino Resort Spa, a hotel/casino facility in Reno,
Nevada, and the Monarch Black Hawk Casino in Black Hawk, Colorado. Its business strategy is to
maximize revenues, operating income and cash flow primarily through its casino, food and beverage
operations and, at the Atlantis, its hotel operations. Going forward, expansion at Black Hawk will drive
share gains and there is potential to grow the market with incremental traffic given increased highquality hotel capacity in the area.

•

In health care, PRA Health Sciences, Inc. is a global contract research organization that provides drug
development and clinical trial services to pharmaceutical and biotechnology firms. In 2017, PRA Health
Sciences acquired Symphony Health Solutions Corp., a health-care data and analytics provider. Shares
of PRA Health Sciences recently traded off over concerns that the company will not meet its 2019
targets. In our opinion, analysis of historical earnings guidance suggests that the company is on track.

Outlook
•

Looking ahead, the U.S. economy appears relatively robust among developed markets. While slowing,
it remains stronger than economies in Europe or Japan, where growth is tepid. That is due in part to
favourable demographics, a more flexible workforce, a more favourable regulatory environment and
less dependence on exports. Alternatively, trade tensions are likely to remain a market theme and a
source of volatility. We are monitoring the impact on global supply chains and its potential negative
influence on margins.
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IMPORTANT DISCLAIMERS
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 compound total returns net of fees
(except for figures of one year or less, which are simple total returns), including changes in security value and reinvestment of
all distributions, and do not take into account sales, redemption, distribution or optional charges or income taxes payable by
any securityholder that would have reduced returns. Mutual funds are not guaranteed, their values change frequently and past
performance may not be repeated.
Certain statements contained in this communication are based in whole or in part on information provided by third parties and
CI Investments Inc. has taken reasonable steps to ensure their accuracy. Market conditions may change which may impact the
information contained in this document.
© 2019 Morningstar Research Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar
and/or its content providers; (2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely.
Neither Morningstar nor its content providers are responsible for any damages or losses arising from any use of this information.
Past performance is no guarantee of future results.
The contents of this piece are intended for informational purposes only and not to be used or construed as an endorsement or
recommendation of any entity or security discussed. The information should not be construed as investment, tax, legal or
accounting advice, and should not be relied upon in that regard. Individuals should seek the advice of professionals, as
appropriate, regarding any particular investment. Investors should consult their professional advisors prior to implementing any
changes to their investment strategies. These investments may not be suitable to the circumstances of an investor. Some
conditions apply.
Certain statements in this document are forward-looking. Forward-looking statements (“FLS”) are statements that are
predictive in nature, depend upon or refer to future events or conditions, or that include words such as “may,” “will,” “should,”
“could,” “expect,” “anticipate,” “intend,” “plan,” “believe,” or “estimate,” or other similar expressions. Statements that look
forward in time or include anything other than historical information are subject to risks and uncertainties, and actual results,
actions or events could differ materially from those set forth in the FLS. FLS are not guarantees of future performance and are
by their nature based on numerous assumptions. Although the FLS contained herein are based upon what CI Investments Inc.
and the portfolio manager believe to be reasonable assumptions, neither CI Investments Inc. nor the portfolio manager can
assure that actual results will be consistent with these FLS. The reader is cautioned to consider the FLS carefully and not to place
undue reliance on FLS. Unless required by applicable law, it is not undertaken, and specifically disclaimed that there is any
intention or obligation to update or revise FLS, whether as a result of new information, future events or otherwise.
The comparison presented is intended to illustrate the mutual fund’s historical performance as compared with the historical
performance of widely quoted market indexes or a weighted blend of widely quoted market indexes or another investment fund.
There are various important differences that may exist between the mutual fund and the stated indexes or investment fund,
that may affect the performance of each. The objectives and strategies of the mutual fund result in holdings that do not
necessarily reflect the constituents of and their weights within the comparable indexes or investment fund. Indexes are
unmanaged and their returns do not include any sales charges or fees. It is not possible to invest directly in market indexes.
Epoch Investment Partners, Inc. is a portfolio sub-advisor to certain funds offered and managed by CI Investments Inc.
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