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CI American Value Fund 

Stocks had a choppy quarter, ending the period lower on worries of a trade war, quantitative 
tightening, regulatory risks and concerns about valuations. Markets got off to a strong start in 
January thanks to earnings upgrades based on strong economic activity combined with tax cuts 
enacted in December. Stocks fell sharply in February along with a spike in bond yields. Volatility, as 
measured by the VIX, experienced its largest increase since August 2015. Stocks tumbled further in 
March, with the White House announcing tariffs and ratcheting up trade rhetoric while revelations 
about Facebook's handling of user data resulted in calls for increased regulation of technology 
companies. The U.S. Federal Reserve hiked interest rates, with expectations of two additional rate 
hikes this year. Economic surprise indicators suggested the economy is stabilizing, at a high level. 
 
The best-performing sectors were information technology and consumer discretionary. Growth 
indexes, with their large information technology (IT) components, fared better than value indexes. 
Defensive sectors, including telecommunication services and consumer staples, had the largest 
losses. The energy and materials sectors also declined more than the broader market. While bond 
yields rose across the yield curve, the U.S. dollar weakened against most other major currencies on 
trade concerns and worsening fiscal imbalances. 
 
Performance 
Security selection was positive in the health care, materials and energy sectors. Certain holdings 
within the consumer discretionary, financials and information technology sectors, among others, 
detracted from relative results. Five of 11 sectors posted positive returns for the period. Against 
this backdrop, the portfolio's less-than-index weight in energy and consumer staples added to 
results for the period.  
 
Top contributors to the portfolio's results include Boston-based computer software company PTC, 
whose shares continued to perform well on increasing revenue, profits and cash flow. Also in IT, 
shares of Applied Materials rose after the company reported fiscal first-quarter revenue and 
earnings that exceeded expectations. The company also increased its guidance for second-quarter 
profits, raised its quarterly dividend to 20 cents a share, and approved a new $6 billion share 
repurchase plan.   
 
Among the holdings that detracted from performance are IT company Universal Display, whose 
shares declined despite strong results. The sell-off was due to fears of slow adoption of OLED 
(organic light-emitting diodes) phones driven by lower-than-anticipated sales of the iPhone X. 
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Investments in Costco Wholesale, Broadcom, Jacobs Engineering Group, CarMax and ULTA Beauty 
were made during the quarter:  
 

 Costco operates wholesale membership warehouses in the U.S., Canada, the U.K., Mexico, 
Japan, Australia, Spain, France, Iceland, Taiwan and Korea. Costco should continue to drive 
high single-digit cash flow growth, driven by strong membership growth from current stores 
and new locations, membership fee increases, and operating margin improvement. Costco 
uses its strong cash flow to invest in new stores and technology (e.g. e-commerce 
operations), pay a dividend, and buy back shares.  

 
 Broadcom is a leading designer, developer and global supplier of a broad range of 

semiconductor devices with a focus on complex digital and mixed-signal, CMOS 
(complementary metal oxide semiconductor), and analog-based products with over 25,000 
patents. The company is at the epicenter of datacenter, broad-band, and wireless 
connectivity growth.  

 
 Jacobs Engineering is an engineering and construction firm providing scientific, consulting, 

procurement, construction and maintenance services to a diverse client base involved in 
energy, chemicals, infrastructure, government, industrial and mining activities. Jacobs 
generates a high level of cash flow due to its low capital expenditure requirements.  

 
 Carmax is the largest retailer of used vehicles in the U.S. It currently has 185 stores and has 

sold ~730,000 used cars at the retail level in the last 12 months. Carmax stores cover about 
70% of U.S. auto markets; however, there is still future fill-in opportunity with smaller 
locations.  
 

 ULTA is a North American beauty retailer of cosmetics, skin-care products, fragrance, hair-
care products, and salon services. Going forward, ULTA has the potential to grow its stores at 
a 7-9% pace, realize same-store comparisons in the mid-to-high single digits, and expand its 
operating margins through increasing economies of scale and improved efficiency.   

 
The portfolio sold out of investments in Procter & Gamble, F5 Networks, Eversource Energy, PVH 
and PPL during the quarter. We opted to sell the portfolio's position in F5 Networks in order to 
reinvest the proceeds into Marvell Technology, which possesses a stronger risk/reward profile in 
the near term. We exited Eversource Energy due to an anticipated tougher regulatory environment 
that increases the risk profile of the positon. PVH's shares had appreciated sharply over the trailing 
12-month period and reached our price target, while PPL's shares have come under pressure due to 
investors' concerns over currency volatility related to Brexit. 
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Outlook 
Growth in the U.S. is especially robust: the labor market is tight, solid domestic demand has helped 
the production side of the economy pick up, and the recent corporate tax cuts will add an additional 
boost in the short-term. Europe is experiencing its best growth in a decade and even Japan is 
growing above trend. Increasing rhetoric and action around U.S. trade policy is a risk to the positive 
growth backdrop, but it remains to be seen if it will be enough to derail the global economy. 
 
Valuation multiples are unlikely to expand much further now that central banks in North America 
and Europe are moving from quantitative easing to quantitative tightening. Equity returns will 
instead rely on cash flow growth and dividends. We also expect more frequent bouts of volatility 
will accompany incrementally higher interest rates and waning liquidity. Volatility could be 
exacerbated by the shift from active to passive managers and the increased use of systematic 
strategies that sell on auto pilot. 
 
We believe our investment approach is well suited to this environment, where investment returns 
are more closely linked to company fundamentals. As always, we seek companies that can generate 
a growing stream of free cash flow and can allocate that cash effectively for the benefit of 
shareholders. 
 
 

Class F Returns (in %) as at  
March 31, 2018  

Year-to-
date 

1 year 3 year 5 year 10 year 

CI American Value Fund 0.9 6.8 7.3 15.8 9.6 
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