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Jessie Bobinski

00:11: Welcome. Thank you for joining me today. My name is Jessie Bobinski,
and I am an Investment Counsellor here in Burgundy's new Vancouver
office. Joining me today is Stephen Shuttleworth as we're doing a deep dive
into Burgundy's Partners' Canadian Income Fund. Welcome, Stephen.

Stephen Shuttleworth

00:28: Thanks for having me, Jessie.

Jessie Bobinski

00:30: Our conversation is very timely today as many are reflecting on
income needs for the year 2021. With interest rates at historic lows, GICs
[Guaranteed Investment Certificates] and bonds certainly not doing the job
they once were with delivering cash flow to clients' bank accounts, we're
here today to learn a little bit more about an opportunity that Burgundy has
created.
Stephen, you joined Burgundy in the year 2006 and since that time you
have spent time with our fixed income team and our Canadian equity team.
Tell us a little bit about how that experience has shaped your crafting of this
new fund.

Stephen Shuttleworth

01:08: Thanks for that, Jessie. Both of those experiences have been
wonderful as it relates to this fund. As you mentioned, I started off working
with Vince Hunt on our fixed income team for five years, and that's really a
great proving ground and training ground for a young analyst because
everything you do is focused on capital preservation. And I've tried to bring
that to bear in this fund as well. I've also had the opportunity to work with
David Vanderwood on the Canadian equity team here at Burgundy. And,
again, that's given me a great breadth of understanding, having a chance to
look at large parts of the Canadian market and really develop my
investment skills investing in a market like Canada.

Jessie Bobinski

01:51: Now, this fund was launched in October 2019. Please tell us a little bit
about the objective of the fund.

Stephen Shuttleworth

01:58: If I boil it all down, the primary objective of this fund is to earn a
sustainable and growing dividend yield that can be paid out in the form of
cash to our unit holders. And on top of that, participate in some capital
appreciation as the underlying companies grow their dividends over time.

Jessie Bobinski

02:15: Interesting, what led to this fund's creation in 2019?

Stephen Shuttleworth

02:21: Certainly, this is a type of fund we've thought about having at
Burgundy for some period of time. It's certainly a type of fund that our
clients have asked for over time. And thanks to a lot of hard work from our
accounting team and our back-office team and our administration team, we
now have the capabilities to distribute income out to unit holders in the
form of cash. So that's been one of the big drivers behind launching this
fund for clients. Now, on top of that, I mean, I think there were a couple of
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other important things that have helped push a fund like this and this idea
along over time, the benefits of owning Canadian eligible dividends relative
to fixed income securities and bonds.
03:05: The other big thing, which you mentioned, is the interest rate
environment that we're living in right now. You look across the developed
world and interest rates are near all-time lows. That's certainly the case in
Canada. If you look at the 10-year Government of Canada bond, it's yielding
0.7% right now, and that's moved up fairly dramatically off of the bottom of
what we saw during, really, the heart of COVID earlier in 2020. So, there's
an opportunity in the form of dividend yield for unit holders that are looking
for yield in a yield-starved world. So that's certainly been a tailwind behind
this fund as well.
Jessie Bobinski

03:47: Can you take us through the composition of the fund today?

Stephen Shuttleworth

03:51: Right now, 80% of the fund is invested in Canadian common equities,
and that also includes some real estate income trusts. I think it's an
important distinction. And the balance, or the 20%, that's remaining right
now is invested in Canadian preferred shares.

Jessie Bobinski

04:07: Interesting, can we take a deeper dive into the preferred share
market here in Canada and what led to your decision in including this in the
fund?

Stephen Shuttleworth

04:17: The preferred share market is very unique. It's a market that we've
looked at before at Burgundy, but we've never invested in it with any real
scale. We've had some small investments on the fixed income side, but
certainly we think it's a fairly unique opportunity as it stands right now. Now,
there are a couple of reasons why we think that it's a good opportunity and
makes up a part of this income fund. Now, number one, I think probably the
most important thing that we'll talk about as it relates to preferred shares
is that most of the issuers in this market are very high-quality companies.
These are the types of companies that we already own in our Canadian
equity strategies at Burgundy. We also own them on the fixed income side.
So when you've done the work on a business from an equity perspective,
and you've done the work on a business from the fixed income perspective,
you're leveraging those capabilities and knowledge towards the preferred
market.
05:13: So, we think that there's an opportunity from a quality perspective in
this market. There are a couple of other things that we think about as well.
It tends to be a fairly inefficient market. It's small relative to most other
common equity markets. We think that positions us well. This is a smaller,
more nimble fund. And with the character that Burgundy employs in our
investment side, we can take a bit of a longer-term and contrarian approach
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to this market. So, we think that there are some opportunities as you look
at those types of things. There are a couple of other things I would also add.
Historically, the preferred share market has had a low correlation with the
broader equity markets here in Canada. And in terms of correlation with the
bond markets, it actually negatively correlated. So historically, when the
bond markets have gone up and bonds have gone up in price as interest
rates have come down, preferred shares tend to do worse.
06:13: And conversely, in a rising rate environment, given the structure of
this market, preferred shares tend to do well. So, it gives you a bit of a hedge
with the broader fixed income market and bond holdings a client may have.
And then just the final thing I would add, Jessie, to that is the yields are very
attractive in this market right now. And that's an important consideration.
If you look at the preferred shares in the [Burgundy] Partners' Canadian
Income Fund right now, the average yield on those preferred shares is about
5.2%. So that's pretty attractive within the landscape of what you're looking
at from a fixed income perspective, more broadly.
Jessie Bobinski

06:50: Makes sense. And preferred shares do pay a dividend and that
dividend is treated in a tax favourable way, similar to dividends that we
would receive off a common equity. Now, what about the Canadian equity
strategy? What can you share with us?

Stephen Shuttleworth

07:08: As I mentioned earlier, that makes up the bulk of the portfolio. And
the point I'd really like to make to start off with would be that we're
investing in the very best companies here in Canada on the common equity
side. These are the types of businesses that you would expect us to invest
in in a Burgundy portfolio: with a focus on capital preservation. And the
investment process and philosophy is the same in this fund as it is in all the
other funds we manage at Burgundy. At the end of the day, we're trying to
find the best businesses and those businesses generally have sustainable
and durable competitive advantages that allow them to earn high returns
over time and generate excess cash flow that they can pay out to
shareholders.
07:52: We're also looking for businesses that are run by capable and honest
management teams. So that whole process is exactly like it is in all the other
mandates that we manage at Burgundy. The one place where this fund
would differ slightly is when you get down to the dividend payment. So
obviously as an income fund, the dividend component is an important thing
that we're looking at from a company-specific perspective. So, again, we're
looking for companies that are able to generate a sustainable and growing
dividend stream out of the excess cash flow that they generate from their
business.
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Jessie Bobinski

08:27: So certainly, still utilizing Burgundy's investment approach, but
looking under maybe a different lens to ensure that there is sustainable cash
flow as well. Would you say that there's much overlap with our other
Canadian equity mandates here at Burgundy?

Stephen Shuttleworth

08:45: Certainly, there's a bit of overlap. It's about 50% in terms of the
number of holdings in the [Burgundy] Partners' Income Fund compared to
the broader Canadian equity strategy. So there is a fair degree of overlap.
Having said that, there's also a fair bit of differences and some of that comes
back to the desire to earn dividends. And so that ultimately leads you to
certain other parts of the market, different sectors in some cases. The
[Burgundy] Partners' Income Fund has a sizable weight in utilities and
utility-like companies. A great example of that from the portfolio would be
Hydro One. This is the monopoly electrical transmission and distribution
business here in Ontario.
09:31: It's a wonderful business, very stable and predictable, as you would
imagine for a company like that in a regulated industry. In a similar way, we
have a sizable allocation in this portfolio in telecommunication companies.
Two of the bigger positions would be Rogers Communications, which is the
largest wireless services provider here in Canada, and Telus
Communications, which is one of Roger's main competitors. So, again, those
two businesses operate in a very stable, predictable industry. They tend to
generate cash in excess of what they need to run their business and invest
in their business over the longer term. And they're able to take that excess
cash flow and distribute that to shareholders.

Jessie Bobinski

10:16: So very much applying Burgundy's equity analysis and even fixed
income analysis to all of the positions inside the [Burgundy] Partners'
Canadian Income Fund. Can we talk about return expectations?

Stephen Shuttleworth

10:30: The simplest way to think about return expectations is to start with
the current yield on the fund. So, we look at that 80% of the fund that's
invested in common equities right now, those equities in total yield about
4.2%. The balance, the 20% that's invested in preferred shares, yields about
5% on average. If you put that 80% and 20% together, you end up with a
current yield of about 4.4% in the fund right now. So, this is what you earn
as a shareholder and a unit holder in this fund, which can be distributed out
in cash. Now, the nice thing about owning common equities is that over time
those dividends are also growing. So, there is some opportunity to benefit
in that capital appreciation over time as those companies grow their
dividends. So, you put that all together and you should be able to earn, over
time, under reasonable circumstances, a mid-single digit return over the
course of an investment cycle in a fund like this.
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Jessie Bobinski

11:34: With the greater proportion of it coming from the dividend stream
and, over time, achieving a reasonable growth rate that should hopefully
offset the impact of inflation. Now, if we were to put some numbers to that,
if you were to make an initial investment of C$1 million, that would generate,
today, a dividend income of approximately C$44,000 a year, and hopefully
keeping the underlying value of the fund still C$1 million. But, of course,
that's subject to volatility over time. This sounds like potentially a great fit
for an investor who's looking for a steady income stream, dependable, and
definitely tax advantageous relative to interest income. But who has to be
certainly comfortable with some volatility in the underlying value? Is it fair
to say that this is a uniquely Canadian opportunity?

Stephen Shuttleworth

12:29: I think that's a good way to look at it, Jessie. You highlighted some
of the benefits of owning these types of securities. Certainly, the tax
advantage nature of Canadian dividends relative to both interest income as
well as foreign dividends is a unique thing that we enjoy as Canadians in a
fund like this. If I take a step back, I think there's another important thing to
consider as well, and that's the structural nature of the Canadian market
that lends itself to higher dividend yields. And the best comparable to a
market like Canada is probably the S&P 500 [Index]. And when you look at
the dividend yield in Canada on the S&P/TSX [Composite Index] right now,
it's about 3%. And if you compare that to what's on offer on the S&P 500
[Index], which is the benchmark in the U.S., the dividend yield is about 1.6%.
So, there's a fairly large gap between the two of those. Now, that 3%
dividend yield on the S&P/TSX [Composite Index] right now also includes
companies that pay zero dividends. So, what that leads you to understand
is that there are some very attractive dividend yields on offer in a market
like Canada.

Jessie Bobinski

13:38: Thank you very much, Stephen, for your time today. We certainly
learned a lot about Burgundy's new Partners' Canadian Income Fund. And
you at home, if you're interested in learning more, please reach out to your
Investment Counsellor for additional information. Thank you again.
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BENCHMARK INFORMATION AND DISCLAIMER
The S&P/TSX Composite is the headline index and the principal broad market measure for the Canadian
equity markets. It includes common stocks and income trust units. The S&P 500 Index is a marketcapitalization-weighted index that is designed to measure equity market performance of the American
market, focusing on the large-cap segment. The benchmarks described herein are referenced to provide
context only.
This transcript does not consider unique objectives, constraints, or financial needs. The opinions
expressed here are those of the speaker at the time of recording only. This event has been organized
for information purposes only and is not intended to offer investment, legal, accounting, or tax advice;
provide recommendations or offers of solicitation; serve recruitment purposes; and/or serve marketing
purposes. Burgundy assumes no obligation to revise or update any information to reflect new events
or circumstances, although content may be updated from time to time without notice. Any numerical
references are approximations only. Forward looking statements are based on historical events and
trends and may differ from actual results. Content and links provided in this piece include proprietary
information of Burgundy Asset Management Ltd. Third-party materials that are referenced or discussed
in this session are not necessarily endorsed by Burgundy. This content is not to be distributed without
consent from Burgundy, and this is not intended as an offer to invest in any investment strategy offered
by Burgundy. Viewers are advised that investments are not guaranteed, values change frequently, and
past performance may not be repeated. Investing in foreign markets may involve certain risks relating
to interest rates, currency exchange rates, and economic and political conditions. Because Burgundy’s
portfolios make concentrated investments in a limited number of companies, a change in one security’s
value may have a more significant effect on the portfolio’s value. Characteristics described are also for
illustrative purposes only and may exclude companies in the financial sector or with negative earnings
as well as any outliers, as determined by Burgundy. Investors should seek financial investment advice
regarding the appropriateness of investing in specific markets, specific securities or financial
instruments before implementing any investment strategies discussed. Under no circumstances does
any commentary provided suggest that you should time the market in any way. Please note that the
information provided herein is not necessarily a balanced demonstration. As a result, the data relayed
here is not necessarily reflective of the corresponding data for the entire strategy in question.
Furthermore, the holdings described here do not represent all securities purchased, sold, or
recommended for advisory clients. Please note that the information included herein does not entail
profitability, and that this transcript does not provide the average weight of the holdings during the
measurement period nor the contribution these holdings made to a representative account’s return.
For more information, please see https://www.burgundyasset.com/legal/.
This session is not intended as an offer to invest in any investment strategy presented by Burgundy.
Burgundy funds are not covered by the Canada Deposit Insurance Corporation or by any other
government deposit insurer. For more information, please contact Burgundy Asset Management Ltd.
directly.

