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Morningstar Strategic Canadian Equity Fund
Fund Commentary
The Canadian equity market posted a slightly negative third
quarter, with the S&P/TSX Composite total return index
losing 0.6%.
Sectors that performed well in Q3 were Health Care,
Industrials and Real Estate, gaining 31.4%, 5.6% and
3.9% respectively on a total return basis. The strong return
in the Health Care sector was primarily attributable to
cannabis-producing companies such as Canopy Growth,
Aphria Inc. and Aurora Cannabis Inc., all of which are highly
volatile and bear significant risks. Some of the weaker
performing sectors during the quarter were Materials,
Consumer Discretionary and Energy, returning -12.9%,
-8%, and -5.7% respectively.
Against this backdrop, the Morningstar Strategic Canadian
Equity Fund underperformed its benchmark, the S&P/TSX
Composite.

Positive Contributors
Some of the stronger three-month contributors in the
portfolio were Toromont Industries Ltd., Chorus Aviation Inc.,
Parkland Fuel Corp. and Canadian National Railway Co.

Performance Detractors

Positioning and Outlook

Some of the portfolio detractors in the quarter were
Dollarama Inc., West Fraser Timber Co. Ltd. and Norbord Inc.

Starting the quarter with 34 holdings in the portfolio, the
Fund sold one position and bought three new positions, so
at quarter-end the Fund holds 36 positions. The one
position that the Fund sold was Northland Power Inc., which
was due to a poor earnings surprise in its most recently
reported quarter. The three companies that the Fund
purchased were Parkland Fuel Corp. and TransCanada Corp.
in the energy sector, and Nutrien Ltd. in the materials sector.

Dollarama had a slight earnings miss and guided lower on
sales for the remaining part of the year. The company has
noted that it intends to temporarily minimize price increases
to maintain its market share and value proposition.
Fundamentals and guidance from the company point to a
brief aberration.
The poor performance in lumber stocks was driven by rising
interest rates both here in Canada and elsewhere,
contributing to lower expected housing affordability.
Morningstar Investment Management does, however, expect
housing starts to continue to grow, more so in the U.S., but
there may be some slight headwinds in the form of tight
labour supply and related wage costs. Linamar Corp. and
NFI Group Inc. have also shown some weakness over
concerns caused by existing or expected tariffs applying to
their raw material inputs and final products.

Looking at the latest quarter, the group of stocks in the
Composite that tended to do well had less attractive
fundamental characteristics in terms of risk, valuations and
growth and would therefore not be stocks that would have
been considered for inclusion within the portfolio.
Morningstar Investment Management will continue to
closely monitor company fundamentals and make
alterations to the portfolio as the company fundamentals
warrant.
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Morningstar Strategic Canadian Equity Fund
Weighted Factor
Last Reported Return on Equity
5 Year Average ROE
Reinvestment Rate (Earnings
less dividends/book value)
EPS Estimate Revisions
3 Months
Earnings Momentum
Total Yield (Expected yield +
Shareholder buyback yield)
Price/Earnings
Price Change (9 Month)

Source: Morningstar CPMS

INDEX (%)
13.8%
13.4%

FUND (%)
20.4%
18.9%

9.6%

15.1%

1.3%

1.4%

6.6%

7.0%

0.6%

1.1%

16.2x
-0.7%

12.3x
-2.2%

The outline for the United States-Mexico-Canada Agreement
(USMCA) was agreed upon as the third quarter ended.
The threat of tariffs on automobiles has been removed and
a dispute resolution mechanism remains in place, which
has in the past worked in Canada’s favour as it relates to
softwood lumber disputes. On the other hand, no
adjustment was made to the current tariffs applied to steel
and aluminum, so unless these tariffs are dropped, or a
quota system is developed and agreed upon, we should
expect to pay a bit more when we go to a neighbourhood car
lot to buy a new car.

become effective in November and energy prices have
moved up in tandem. OPEC and its allies believe there will
be adequate supply available to meet demand. Keep in
mind that a variety of Canadian producers are still being
affected by the same infrastructure issues that were present
earlier in the year resulting in lower prices relative to their
comparable U.S.-based competition. Demand will play a key
role in the direction of prices, so Morningstar Investment
Management will keep an eye on stock fundamentals and
adjust the portfolio as warranted.
The Fund continues to target companies with the best
combination of valuations, quality and risk for inclusion in
the portfolio. There will be times when being in the market
does not reward these types of companies, but over the
longer term, Morningstar Investment Management feels
owning stocks with strong fundamentals in terms of these
factors will lead to outperformance, as per the stated
objectives of the Fund.

Quarter-end sector weightings relative to the benchmark are
provided in the table below:
Sector
Energy
Materials
Industrials
Consumer Discretionary
Consumer Staples
Health Care
Financials
Information Technology
Telecommunication Services
Utilities
Real Estate

Source: Morningstar CPMS

As always, Morningstar Investment Management continues
to apply the discipline of the investment strategy to the
portfolio and its holdings.

In the energy sector the struggle between supply and
demand continues. New sanctions on Iran are expected to
The information contained herein is subject to important disclosures and disclaimers contained in the Disclosure Statement on the last page of
this document. This document is not complete without such Disclosure Statement.

INDEX (%)
19.1%
10.1%
10.6%
5.3%
3.4%
2.0%
34.3%
4.1%
4.4%
3.7%
3.1%

FUND (%)
5.7%
13.4%
19.8%
19.8%
5.5%
0.0%
24.9%
5.5%
5.5%
0.0%
0.0%
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Morningstar Strategic Canadian Equity Fund
About Morningstar Investment
Management
The Morningstar Investment Management group, through 11
investment advisory subsidiaries, creates custom
investment solutions that combine award-winning research
and global resources with proprietary Morningstar data.
With approximately US$200 billion in assets under
advisement and management at September 30, 2018, the
Morningstar Investment Management group provides
comprehensive retirement, investment advisory and
portfolio management services for financial institutions,
plan sponsors and financial advisors around the world.
Morningstar Associates Inc. is a wholly owned subsidiary of
Morningstar Research, Inc.
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Morningstar Strategic Canadian Equity Fund
FOR DISTRIBUTION TO INVESTORS BY REGISTERED DEALERS ONLY.
Bridgehouse Asset Managers® is a trade name of Brandes Investment Partners & Co.
(Bridgehouse). Brandes Investment Partners® is a registered trademark of Brandes Investment
Partners, L.P. (Brandes LP), which is an affiliate of Bridgehouse. Bridgehouse is the manager of
the Bridgehouse Funds and has hired Brandes LP, Greystone Managed Investments Inc.
(Greystone), Lazard Asset Management (Canada), Inc. (Lazard), Morningstar Associates Inc.
(Morningstar) and Sionna Investment Managers Inc. (Sionna) as portfolio sub-advisors
(collectively, the “portfolio sub-advisors”) in respect of the Bridgehouse Funds. The foregoing
reflects the thoughts, opinions and investment strategies of Bridgehouse and/or the portfolio
sub-advisors and is subject to change at their discretion, based on changing market dynamics or
other considerations. Bridgehouse and the portfolio sub-advisors have taken reasonable steps to
provide accurate and current data. The data has been gathered from sources believed to be
reliable, however Bridgehouse and/or the portfolio sub-advisors are not responsible for any errors
or omissions contained herein. Indices are unmanaged and cannot be directly invested into.
Securities mentioned herein are not to be construed as a recommendation to buy or sell. Past
performance is not a reliable indicator of future results. This material has been provided by
Bridgehouse and is for informational purposes only. It is not intended to provide legal, accounting,
tax, investment, financial or other advice and is not to be construed as a recommendation to buy
or sell. Commissions, trailing commissions, management fees and expenses all may be associated
with mutual fund investments. Please read the prospectus before investing. Mutual funds are not
guaranteed, their values change frequently and past performance may not be repeated. This report
may contain forward-looking statements about the economy, and markets; their future
performance, strategies or prospects. Units and shares of the Bridgehouse Funds are available
through registered dealers only and are not available through Bridgehouse.

The words “may,” “could,” “should,” “would,” “suspect,” “outlook,” “believe,” “plan,”
“anticipate,” “estimate,” “expect,” “intend,” “forecast,” “objective” and similar expressions are
intended to identify forward-looking statements. Forward-looking statements are not guarantees
of future performance. Forward-looking statements involve inherent risks and uncertainties about
general economic factors, so it is possible that predictions, forecasts, projections and other
forward-looking statements will not be achieved. You are cautioned to not place undue reliance on
these statements as a number of important factors could cause actual events or results to differ
materially from those expressed or implied in any forward-looking statement. Before making any
investment decisions, you are encouraged consider these and other factors carefully. Where
applicable, please note that MSCI has not approved, reviewed or produced this report, makes no
express or implied warranties or representations and is not liable whatsoever for any data in the
report. You may not redistribute the MSCI data or use it as a basis for other indices or investment
products.
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