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Highlights 

 The portfolio generated strong absolute returns in Q4 but 

trailed the MSCI All Country World ex-USA Index (ACWI ex-

USA) as global markets rose sharply due to rising 

optimism over future global economic growth; higher beta 

small-cap growth companies with lower returns on equity 

and no earnings performed best. 

 For the year, the portfolio generated a return of 31.0% 

(gross) and 29.7% (net) while the market returned 21.5% 

driven partially by significant strength in the Information 

Technology sector. 

 Stock selection and sector allocations detracted from 

performance in Q4 due primarily to the portfolio’s 

overweight in the weakly performing Consumer Staples 

sector and stock selection in the Materials, Health Care, 

and Information Technology sectors where positions in 

Chr. Hansen, Alcon, and Temenos detracted most from 

returns. 

 The portfolio’s outperformance for the year was driven by 

strong stock selection across all sectors except 

Information Technology where a position in Wirecard 

detracted earlier in the year; selection was strongest in 

the Consumer Discretionary sector led by positions in 

MercadoLibre, New Oriental Education and Alibaba. 

 New positions in Adyen, Dassault and Fast Retailing were 

initiated, while holdings in Danone, Givaudan and M3 

were liquidated; positions in TAL Education and Wal-Mart 

de Mexico were trimmed on strength and the position in 

Linde was increased. 

Performance 

SGA’s portfolio returned 7.5% (gross) and 7.2% (net) in Q4 
versus 8.9% for the ACWI ex-USA Index, participating nicely the 
Q4 rebound of global equity markets, but trailing the Index 
given the strong rebound in more economically sensitive stocks. 
 
Global equity markets rebounded sharply in Q4 as uncertainties 
that had weighed on stocks in Q3 receded with a trade truce 
between the U.S. and China looking more probable (and a 
phase one deal ultimately being agreed upon), uncertainty over 

Brexit disappearing with Boris Johnson’s landslide victory in 
British Parliamentary elections, U.S. economic data coming in 
better than expected and the Federal Reserve indicating it 
would remain accommodative for the foreseeable future. With 
the uncertainty over issues that could heavily influence future 
economic growth receding (at least temporarily), investors 
were willing to take on additional risk, leading to a strong 
narrowly driven upward movement in the market.  Interestingly, 
gold, which usually increases in price as investor confidence in 
global growth weakens, was on track to post its best annual 
performance since immediately after the financial crisis in 2010.  
While Q4 saw a respite from the deep concerns investors had 
over weakening global growth and profits, great uncertainty 
remains over the impact of the Phase One U.S.-China trade deal, 
rising Middle East tensions and their impact on oil prices, the 
effect of the pending January 31st Brexit on the UK and the rest 
of Europe which continues to experience sluggish growth, and 
the outcome of the 2020 U.S. Presidential election which has 
major ramifications for U.S. fiscal, trade and regulatory policies 
over the coming years.  With these and myriad other 
macroeconomic and geopolitical uncertainties, we continue to 
believe there is ample reason to expect continued higher levels 
of volatility in the markets.  If history is any precedent, the 
greater differentiation between businesses which often takes 
place during such periods should be positive for the portfolio’s 
focus on more predictable, above average growth businesses 
with attractive cash flow based valuations. 
 
For the year, the portfolio returned 31.0% (gross) and 29.7% 
(net), while the ACWI ex-USA Index returned 21.5%.  While 
growth scares related to ongoing weakness in China, the 
potential impact of the trade war between the U.S. and China 
and weakness in Europe and Japan negatively impacted global 
stocks prices at times through the first eight months of 2019, 
markets climbed a wall of worry to generate some of the 
strongest returns seen for the decade.  Given our long-term 
focused approach of investing in businesses with high degrees 
of predictability and long durations of sustainable growth which 
are attractively valued based on cash flow, the strong 
momentum upwards presented a headwind for our approach 
but the portfolio performed as we would have expected for the 
quarter and exceptionally well for the year. 
 
Portfolio Attribution 
 
Market returns to style, capitalization and business quality 
varied widely over the course of the quarter.  Investors’ 
willingness to accept more risk given greater optimism led to a 
market environment that was less favorable for our approach 
to quality growth investing.  Smaller-cap growth companies 
performed best, and the reward to higher business quality 
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metrics were mixed.  The Information Technology and Health 
Care sectors generated the strongest returns for the period 
followed by the Consumer Discretionary and Materials sectors.  
In contrast, more defensive sectors including the Consumer 
Staples, Utilities and Energy sectors performed worst as 
investors preferred areas with higher expected growth and 
more economic sensitivity given their more upbeat economic 
outlook.  Emerging Markets outperformed Developed Markets 
in Q4, with the portfolio’s overweight in Emerging Markets 
benefiting results.   
 
For the year, the Information Technology sector outperformed 
by a wide margin returning 41.3% while the Health Care, 
Consumer Discretionary, and Industrials sectors also 
outperformed the Index.  The Communication Services sector 
generated the weakest returns for the year followed by the 
Energy, Financials, Real Estate and Consumer Staples sectors.  
Non-U.S. Developed markets outperformed Emerging Markets 
for the year given market worries over the impact of slow 
global economic growth on developing markets over the first 
eight months of the year. 
 

 
Source: FactSet, MSCI. 

 
For the quarter, stock selection detracted from performance 
with weakness in selection in the Materials, Health Care and 
Information Technology sectors detracting from results most.  
Portfolio positions Chr Hansen and Asian Paints hurt results in 
Materials, and positions in Alcon and Sysmex hurt results in 
Health Care, while a position in Temenos detracted from results 
in Information Technology.  Performance in the Consumer 
Discretionary sector benefited stock selection due to strength 
in TAL Education and Alibaba which both rose on improved 
expectations for Chinese economic growth during the quarter.  
Selection in the Consumer Staples detracted from performance 
as positions in Heineken, Wal-Mart de Mexico, Danone and 
Nestle posted weak returns.  The portfolio’s overweight in the 

more defensive Consumer Staples detracted meaningfully from 
performance given the market’s preference for less defensive 
businesses.  
 
Largest Contributors  
 
Chinese e-commerce and cloud computing leader Alibaba was 
the largest contributor to performance for the quarter. 
Alibaba’s shares continued to rise following better-than-
expected fiscal Q2 results released in November. Revenue 
growth was solid while profits and cash generation exceeded 
our expectations. The company’s cloud segment posted 64% 
revenue gains, only slightly under the 66% growth reported last 
quarter, while Core Commerce, Digital Media and other 
initiatives also posted attractive results.  After delivering 40% 
revenue growth and 35% profit growth during the first half of 
FY 2020, the company aggressively reinvested back into their 
business in the second half of the year in order to continue to 
widen the moat relative to their competitors.  We welcome the 
company’s long-term focus, although some shorter-term 
investors were put off by management’s plan for another round 
of investments.  As consumption continues to grow as a 
percentage of GDP and online commerce penetration continues 
to increase in China, Alibaba remains exceptionally well-
positioned to benefit from this growth given the dominant size 
of its e-commerce platforms and the resulting network effect.  
Meanwhile, Alibaba continues to expand its global e-commerce 
and logistics footprint and invest in regions where e-commerce 
penetration is still low, such as South East Asia, Russia and 
Europe, which can augment its long-term growth opportunities.  
In addition, we expect Alibaba, the largest cloud computing 
provider in China, to capitalize on its scale advantage given its 
50% market share, and expand its markets to outside China, 
further boosting future growth.  We trimmed the stock’s 
position on strength, but still maintained an above-average 
weight position. 
 
Leading K-12 after-school tutoring services provider in China 
TAL Education (TAL) was the second largest contributor to 
performance for the period, given a favorable market backdrop 
and solid operational results. TAL’s fiscal Q2 revenues increased 
39% while operating margins declined less than expected, 
helped by improving efficiency in its offline business offsetting 
continued aggressive investments in online promotion. Looking 
forward the company is set to benefit from its significant online 
expansion efforts while enjoying higher retention rates in its 
online business given improving product quality in addition to 
providing a better balance between customer acquisition and 
efficiency. We continue to view TAL’s growth opportunity as 
attractive, as secular tailwinds provide long runways of growth 
including the rising affluence of the Chinese population driving 
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increasing demand for K-12 tutoring services, continued 
industry consolidation as larger players dominate in technology 
and teaching resources, and tightened education regulations 
increasing the barriers to entry.  We trimmed the stock’s weight 
in the portfolio on valuation during the quarter, maintaining a 
below-average weight position. 
 
Global information services company IHS Markit was the third 
largest contributor to performance. IHS delivered a solid Q3 
report, beating EPS growth expectations as margins came in 
stronger than expected. Revenues grew nicely, up 11% 
compared to the same period last year, with 6% organic 
revenue growth and an additional 5% growth driven by its 
acquisition of IPREO. All segments grew revenues organically in 
the 5-7% range, however the Transportation segment lagged 
expectations slightly, offset by better-than-expected results in 
its Resources segment and in-line results in its Financial Services 
segment. Additionally, the company announced a more 
shareholder friendly capital allocation policy with the initiation 
of a 1% dividend yield starting 2020, while targeting a return of 
50-75% of free cash flow to shareholders via the announced 
dividend and additional share buybacks. We continue to view 
IHS’ growth opportunity favorably as it leverages its position as 
a provider of critical data insights and analytics that are highly 
embedded in client workflows. 
 
The fourth and fifth largest contributors to portfolio 
performance for the quarter were SAP and AIA Group. 
 
Largest Detractors 
 
Leading seller of fresh dairy products Danone was the largest 
detractor from portfolio returns for the quarter. Despite 
indications that company sales were expected to accelerate in 
the second half of the year, management announced 
disappointing Q3 sales due to weakening North American and 
Russian dairy sales, and trimmed their outlook for full year 
comparable sales. Water sales, which have been resilient amid 
the weakness in other areas of the business also failed to meet 
expectations as a result of cool weather in Europe.  On the 
positive side, long expected improvements in European dairy 
materialized as restructuring which has taken place in the 
business benefited results as we had expected.  Chinese early 
nutrition also rebounded as expected, growing double-digits 
after an extended period of weakness.  While underlying results 
were mixed, management credibility suffered as the recent 
acquisitions of Whitewave and Unimilk failed to benefit the 
company’s North American and Russian businesses, and the 
improvement in sales communicated by management didn’t 
materialize. Given waning conviction and lower expected 

growth we decided to liquidate the position and re-allocate the 
proceeds to the portfolio’s other holdings.  
 
Chr. Hansen, a leading global provider of natural-based culture, 
enzymes and color solutions for the food and beverage industry 
was the second largest detractor from performance.  The 
company reported sales and profits generally in line with 
expectations, but lowered its medium and long-term organic 
sales growth guidance disappointing investors and causing new 
CEO Mauricio Graber to lose some credibility. The quarter itself 
was largely a continuation of trends we have seen over the past 
couple quarters with tepid year-over-year volume growth in the 
company’s core Food Cultures & Enzymes business being 
attributed to market dynamics.  Management described 
lowered medium term guidance as being a function of Chinese 
market dynamics impacting the core Food Cultures & Enzymes 
business, lowered growth in the Human Health (probiotics) 
business due to “pill fatigue”, and lowered expectations for the 
Natural Colors business absent any regulatory incentives.  Given 
concerns regarding the growth rate for the business going 
forward, as well as management execution, we maintained a 
below-average weight in the stock.   
 
Leading software provider to banks and financial institutions 
around the world Temenos reported third quarter EPS growth 
of 18% and revenue growth of 10%.  The company’s EPS growth 
met our expectations while revenue growth was below our 
forecast.  License growth of 15% missed expectations, as there 
was a miss from the Middle East and Africa regions while 
Europe, the U.S. and Asia met expectations.  The weakness in 
the Middle East and Africa stemmed from execution issues, 
which the company plans to address during 2020.  Despite the 
disappointment in license sales in Q3 2019, the company’s 
position relative to competitors in general remains strong 
based on our analysis.  As expectations have been high for the 
company given continued strong performance over the years, 
the stock was punished in Q4.  While we continue to see the 
company as having a strong overall competitive position, with 
plenty of room to grow globally, and expect benefits from its 
current sales effort reorganization to occur in 2020, we 
maintained a below-average weight position in the stock.  
 
The fourth and fifth largest detractors from portfolio 
performance for the quarter were Fast Retailing and Alcon. 
Portfolio Changes 
 
Portfolio turnover was roughly average during the quarter with 
positions in Adyen, Dassault and Fast Retailing added and the 
portfolio’s positions in Danone, Givaudan and M3 liquidated. 
We took advantage of weakness in the shares of Sanlam and 
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Linde adding to those positions during the quarter, while 
trimming positions in TAL Education and WalMex on strength. 

Purchases 

We initiated a below-average weight position in payment 
services company Adyen in Q4 given what we deemed to be an 
attractive opportunity to invest in a high quality business well 
positioned to benefit from secular growth themes in the global 
payments industry including the transition from cash and 
checks to electronic forms of payment, growth in mobile and 
omni-channel, the increasingly global nature of commerce and 
the proliferation of payment methods.  Adyen operates a single 
proprietary platform which provides a spectrum of payment 
services for merchants to more effectively process payments at 
the point of sale and online.  Its end-to-end capability enables 
companies to more effectively track payment flows and data 
from the start to the finish of transactions, providing better 
data capture and analysis.  This allows the company to offer 
merchants more compelling value in the way of higher 
conversions, lower chargebacks, more effective fraud 
protection, better consumer data (shopping patterns and price 
sensitivity) and lower maintenance costs, which in turn allows 
the company to charge a premium price for its services.  With 
operations in over 200 countries, over 5 billion transactions 
processed annually representing over $200 billion in volume, 
and low customer turnover (less than 1% of total payment 
volume), Adyen has the long runways of growth and higher 
degree of predictability in revenues we seek. Approximately 
20% of revenues are generated in the emerging markets while 
another 65% are generated in non-U.S. developed nations 
allowing for great diversity in the business’ opportunity set and 
enhancing the likely duration of the revenue and earnings 
growth streams. 
 
Among the key risks with Adyen that we are monitoring is the 
degree of competition it faces in a very dynamic global 
payments landscape.  Also, the company’s customer 
concentration is a little higher than we would prefer, however 
based on our analysis and conversations with participants in the 
industry, we believe it is unlikely that any of Adyen’s customers 
develop their own in-house payment capabilities to the extent 
that they would no longer need to partner with Adyen.  Also, 
given the scale advantages of Adyen and the high degree of 
stickiness to their business, we see the risk as being minor but 
something we will continue to monitor.   
 
We initiated a below-average weight position in software 
solutions company Dassault in Q4 as we reallocated capital 
from the sale of Danone.  Dassault’s portfolio of industry 
leading software applications provided through a unified data 

platform enables 3D design, virtual simulation, business 
collaboration, manufacturing and logistics operations in the 
transportation and mobility, life sciences, aerospace and 
defense industrial equipment, and consumer goods industries.  
These software solutions allow customers to accelerate 
research and development pipelines, shorten the time it takes 
to get new products to market, reduce operating and logistical 
costs and better comply with regulations. The mission critical 
nature of their solutions enhances the pricing power of the 
company, especially as industries transform with disruptive 
new technologies.  Additionally, the top quality and 
comprehensiveness of its applications, the very large size of its 
computer-assisted design user community (both commercial 
and academic), and the network effects in its industry further 
promote the company’s pricing power.  The subscription and 
license nature of the company’s offerings lead to renewal rates 
over 90%, reflecting the predictability of Dassault’s revenue 
stream.  We expect the company’s organic growth to accelerate 
thanks to the higher level of importance placed on innovation 
today as industries are being disrupted by new technologies.  
Extensions across industries should also be a growth avenue for 
Dassault as it packages applications into tailor-made industry 
solutions which simplify the selling and implementation 
processes. 
 
Among the main risks for the company is the cyclical nature of 
its auto and industrial equipment businesses which comprise 
40% of sales.  In addition, insiders own approximately 50% of 
the company’s common shares, limiting the say of public 
shareholders in the business.  Mitigating this to a degree is the 
fact that Groupe Dassault, a stable shareholder with a very 
long-term perspective, represents 40% of the 50% total insider 
ownership. 
 
Japanese retailer Fast Retailing was added to the portfolio 
during the quarter. Fast Retailing is a Japanese holding 
company comprised of Uniqlo (82% of revenues), GU (12% of 
revenues) and Global Brands (6% of revenues). It is both a 
retailer and a manufacturer of apparel. The company is very 
innovative in both producing its products and then marketing 
them. They use creative material as well as design for building 
the apparel which remains trendy with fashion, but also serves 
its purpose through utility and comfort.  They are able to 
contain the costs through design and scale such that they can 
price the products for mass adoption. The company has huge 
scale that is hard to replicate, and their ability to reach the end 
customer through their supply chain in a cost effective and 
timely fashion offers them significant advantages. Without their 
scale it would be difficult to sustainably offer the price that 
Uniqlo is offering to customers today. Given the bulk of their 
sales are coming from the most functional and basic items, the 
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business has a significant amount of repeatability, which makes 
revenue generation more predictable. The company also 
continues to have a strong growth opportunity through 
international expansion and growth in its stores. We initiated a 
below-average weight position in the stock and plan to build it 
opportunistically moving forward. 
 
Among the risks we are monitoring for Fast Retailing are the 
impact of the current social unrest in Hong Kong and the 
boycott in South Korea, the impact of the coronavirus on 
Chinese and Southeast Asian economic growth, as well as 
currency volatility.   
 
Sales 
 
As noted above, Danone’s recovery has been narrower and less 
robust than we had expected.  Consistent with our approach to 
invest in only our highest confidence and most attractively 
valued growth businesses, we liquidated the position and 
transitioned the capital to other more attractive investment 
opportunities.  
 
The portfolio’s position in Givaudan was liquidated during the 
quarter given a less attractive valuation and growth 
opportunity compared to other companies on our Qualified 
Company List. 
 
The portfolio’s position in M3 was liquidated due to valuation 
after a strong run in its shares, and the capital reallocated to 
other more attractively valued growth opportunities. 
 
Outlook  

Rising optimism among investors generated strong equity 
market returns in Q4 as the concerns of Q3 seemed less 
troubling given the recent phase one trade agreement between 
the U.S. and China, greater certainty regarding Brexit and 
continued strong U.S. employment data. This fed a willingness 
to own smaller cap, lesser quality companies and created a 
headwind for our focus on more predictable and sustainable 
businesses with above-average revenue and earnings growth 
rates. Today the portfolio’s forecast earnings growth rate for 
2020 is 15.6% versus 8.9% expected for the ACWI ex-USA Over 
the next three years, the portfolio is expected to generate 
17.4% EPS growth while the Index is expected to generate only 
9.5% EPS growth.  In a world experiencing the 12th year of a 
global expansion, with muted economic growth across key 
economies despite unprecedented and massive monetary and 
fiscal stimulus, we are confident that the superior revenue and 
earnings growth of the businesses in our portfolio will stand out 
to investors over our 3-5-year time horizon and be amply 

rewarded. Quarter-to-quarter and even year-to-year returns 
can be affected by changes in investor emotions similar to 
those seen in Q4. Given such variability, we remain focused on 
implementing a disciplined investment process aimed at 
reducing the variability of the portfolio’s earnings growth over 
time and generating strong absolute and relative returns that 
will protect capital in periods of weakness and participate 
strongly in periods of optimism. Whether or not in favor from 
quarter-to-quarter, the approach has served our clients well 
over time and our team remains excited by the opportunities 
we see over the coming years. 

We thank you for your continued confidence in our firm and 
look forward to answering any questions you may have on the 
portfolio.    

____________________________________________________ 

The opinions expressed herein reflect the opinions of Sustainable Growth 
Advisers, LP and are subject to change without notice. Past performance is no 
guarantee for future results. This information is supplemental and 
complements a full disclosure presentation that can be found with composite 
performance. The securities referenced in the article are not a solicitation or 
recommendation to buy, sell or hold securities. This commentary is provided 
only for qualified and sophisticated institutional investors. 

SGA earnings growth forecasts are based upon portfolio companies’ 
non-GAAP operating earnings. Results are presented gross and net of 
management fees and include the reinvestment of all income.  The Net 
Returns are calculated based upon the highest published fees. The net 
performance has been reduced by the amount of the highest published fee 
that may be charged to SGA clients, 1.0%, employing the International 
Growth equity strategy during the period under consideration.  Actual fees 
charged to clients may vary depending on, among other things, the 
applicable fees schedule and portfolio size.  SGA’s fees are available upon 
request and also may be found in Part 2A of its Form ADV. Policies for valuing 
portfolios, calculating performance, and preparing compliant presentations 
are available upon request. Upon request, free of charge, SGA can provide a 
list of all portfolio holdings held in SGA’s International portfolio for the past 
twelve months. Past performance is not indicative of future results. 


