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July Commentary – A Tale of Two Cities 

 

Fund Overview 

The Fund seeks to achieve resilient returns over the long term by investing in a high-conviction, low turnover portfolio of ‘cheap 

endurables’, predictable and sustainable businesses acquired at attractive cash-based valuations. 

 

Monthly Performance 

• The Fund unit price rose by 4.8% in July; the MSCI All-Countries World Index rose by 5.3% 

• YTD the Fund has increased by 2.4%, ahead of the MSCI All-Countries World Index that is down -1.3% 

• Since inception the cumulative monthly capture ratio of the Fund has been 1.3, with an average upside capture of 95% and 

downside capture of 71% 

 

Month in Review 

Markets continued to recover losses in July. 

 

The biggest single positive contributor was Trane Technologies (+86bps), a leading manufacturer of heating, ventilation and air 

conditioning (‘HVAC’) systems.  The company reported second quarter results which showed a much greater resilience to the 

adverse impact of the lockdowns than anticipated owing to a combination of factors: market share gains against competitors, 

support from residential demand during stay-at-home, and opportunities to cut costs following the separation from Ingersoll 

Rand.  Longer-term, there are arguments that the HVAC industry will benefit from more intensive air conditioning usage thanks 

to air quality concerns which shortens replacement cycles, and additionally the presidential front-runner Joe Biden announced 

a policy of encouraging energy efficiency, which will indirectly facilitate demand. 

 

The second biggest positive contributor was Berkshire Hathaway (+53bps), which recovered some of the lacklustre 

performance from the second quarter.  We discuss this holding in more detail below. 

 

The biggest single negative contributor was Relx (-49bps), a conglomerate of professional services assets.  The impact of 

lockdowns is not good for Relx as it interrupted the delivery of their physical products which are a minority but still material 

proportion of their revenues even after two decades of transitioning the products over to digital.  And the small exhibitions 

business swung to a loss for the period.  Both factors we regard as transitory.  Looking out, there is likely some consternation in 

the market about the impact of reduced university enrolment and constrained library budgets on their academic publishing 

journals, but we point to the fact that subscription renewals are spread out over 3-5 years, and the historical precedent from the 

financial crisis that smaller & society journals are more vulnerable than the bigger publishers such as Relx’s Elsevier in tougher 

environments.  We added to the position in the month. 
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July Commentary – A Tale of Two Cities 

 

In July Amazon’s stock hit an all-time-high of $3,200 per share.   

1. It’s a company with marvellous prospects.  But what about the stock?  The art of valuation leaves some room for beauty in the 

eye of the beholder.  On the Endurance fund we think 8% is an appropriate annual rate of return, as it roughly corresponds to 

the historic real return from equities in today’s inflation environment.  The arithmetic of discounted cashflow valuation is such 

that in order to make that return out of Amazon it has to produce $128 billion in free cash flows distributable to shareholders 

starting immediately.  The snag is that in the prior twelve months the company only generated $11 billion excluding the benefit 

of paying it’s employees $8 billion in stock not cash.   2. Now, Amazon is a growing company sacrificing percentage margins 

today for higher absolute profits in the future: free cash flow on the same basis was $6 billion in 2019, twice 2018’s figure of $3 

billion.  3. If we give the company a year’s breathing space, it must produce $138 billion starting from 2021, in 

perpetuity.  Another year makes the demand $149 billion from 2022, forever.  Each year that you wait to take birds out of the 

bush means that you have to take out more birds.  The arithmetic is remorseless; the numbers imply that Amazon will sextuple 

revenues over the next decade to two trillion dollars and simultaneously raise free cash flow margins towards twenty percent, a 

herculean task given their business mix, the constraints of global GDP, and competitive reactions.  Alternatively, the stock is 

priced for less than an 8% annual return from this point – potentially much less. 

 

Elsewhere, in July we added to Berkshire Hathaway in the mid-$180s, making it the second biggest holding in the portfolio at 

month-end.  At that price the company had a market valuation of $450 billion.  The conglomerate is complex; we will restrict 

ourselves to a simplistic observation rather than add another essay on Berkshire valuation to the lexicon.  Last year the 

company produced $22 billion in headline free cash flow, ignoring the dividends received from Apple, an investment stake 

worth over $100 billion.  4. Excluding Apple, the stock is on a free cash flow yield in excess of six percent growing at a rate that 

should be at least as good as nominal US GDP.  Berkshire Hathaway is priced for more than an 8% prospective annual return – 

potentially much more. 

 

 

SourceSourceSourceSource: : : :  

1. Bloomberg 

2. Amazon 10-Q quarterly report filing 

3. Amazon 10-K annual report filing 

4. Bloomberg. Berkshire Hathaway 10-K annual report filing. 
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Looking Ahead 

 

The Global Equity Endurance Fund is a portfolio of what we believe to be above-average businesses trading at a cheaper free 

cash flow yield than the market and a discount to their intrinsic value.  A combined focus on the durability of a company and the 

price we pay for the stock enables us to exploit opportunities and ought to make the approach adaptive to changing market 

conditions.  As a long-term strategy with low turnover we fully expect and recommend that unitholders judge our performance 

over a period of five years or more. 
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Key Risks 

The value of an investment and any income from it can go down as well as up and can fluctuate in response to changes in 

currency and exchange rates. Investors may not get back the original amount invested. 

Certain assets held in the Fund could be hard to value or to sell at a desired time or at a price considered to be fair (especially in 

large quantities), and as a result their prices could be very volatile. 

The Fund Invests in emerging markets, these markets may be volatile and carry higher risk than developed markets. 

The Fund invests in a small portfolio of securities. Losses from a single investment may be more detrimental to the overall 

performance than if a larger number of investments were made. 

The Fund uses derivatives; these can be complex and highly volatile. This means in unusual market conditions the Fund may 

suffer significant losses. In unusual market conditions, the Fund may have difficulty selling its investments, which may cause it 

to suffer losses, defer redemption payments or suspend dealing in shares. 

Investors’ attention is drawn to the specific risk factors set out in the fund’s share class key investor information document 

(“KIID”) and Prospectus. Investors should read these in full before investing.  

 

Important Information  
Unless stated otherwise any opinions expressed are those of Aviva Investors. They should not be viewed as indicating any 

guarantee of return from an investment managed by Aviva Investors nor as personalised advice of any nature. This document 

should not be taken as a recommendation or offer by anyone in any jurisdiction in which such an offer is not authorised or to 

any person to whom it is unlawful to make such an offer or solicitation. The legal documentation and the subscription 

documents should be read before an investment is made. Portfolio holdings are subject to change at any time without notice 

and information about specific securities should not be construed as a recommendation to buy or sell any securities.  

The Prospectus and Key Investor Information Document (KIID), are available, together with the Report and Accounts of the 

SICAV, free of charge from Aviva Investors Luxembourg, 2 rue du Fort Bourbon 1st Floor.L-1249 Luxembourg, Grand Duchy of 

Luxembourg R.C.S. Luxembourg B25708, Aviva Investors, St Helen’s, 1 Undershaft, London EC3P 3DQ or relevant office 

below.  The Prospectus is available in English and German. Where a sub fund of the SICAV is registered for public distribution in 

a jurisdiction, a KIID in the official language of that jurisdiction will be available. The Prospectus, the KIIDs, the Articles of 

Incorporation as well as the Annual and Semi-Annual Reports are available free of charge in Austria from Raiffeisen Bank 

International AG, Am Stadtpark 9, 1030 Vienna the paying agent and in Switzerland, from the representative and paying agent 

BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich, Switzerland. In Germany, The Paying 

and Information Agent in the Federal Republic of Germany is Marcard, Stein & Co AG Ballindamm 36 20095 Hamburg, Germany. 

In Spain, copies of the Prospectus and KIID together with the Report and Accounts are available free of charge from the offices 

of distributors in Spain. The UCITS is authorised by the CNMV with registration number 7. You can also download copies at 

www.avivainvestors.com. Aviva Investors Global Services Limited, registered in England No. 1151805. Registered Office: St 

Helen’s, 1 Undershaft, London EC3P 3DQ. Authorised and regulated in the UK by the Financial Conduct Authority and a member 

of the Investment Association. 

Issued by Aviva Investors Global Services Limited. Registered in England No. 1151805.  Registered Office: St Helens, 1 

Undershaft, London EC3P 3DQ.  Authorised and regulated by the Financial Conduct Authority. Firm Reference No. 119178.  
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