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Luiz: Our approach is always bottom-up. Our view of the Canadian 
opportunity set is that there is a huge concentration in financials, 
commodities and energy.

We haven’t held a single bank in the portfolio in 10 years. The banks 
are great franchises. They are well positioned in a very concentrated marketplace; 
they have generated attractive returns and the competition is very benign. 
Those are the positives for us. However, they operate in a mature market, so 
we think there is a lack of growth to be had. These companies are trying to 
continue growing instead of giving back to the shareholders. They are investing 
outside of Canada and mostly in the U.S. They’re typically buying good 
franchises in the U.S., that’s not a problem. The problem is that they typically 
pay up. Capital is going overseas and is being spent on things that we don’t 
think are attractive on a risk/reward basis. Let me give you a recent example. 

BMO recently bought Bank of the West. In terms of valuation, BMO trades at 
around 1.7x tangible book. They bought Bank of the West, which is a decent 
franchise, but they paid up for it. At the time, the purchase price was 1.5x 
tangible book. The return on that should not be particularly attractive. When 
we look at what’s available in the U.S., you can buy Wells Fargo at 1.2x 
tangible book. 

To us, the Canadian banks, when you consider the price that you’re paying, 
don’t look super attractive.

A Closer Look at the Brandes Canadian Equity Fund
In Conversation with Small-Cap Investment Committee Members Yingbin Chen and Luiz Sauerbronn

CL AIMS TO FAME

Brandes Canadian Equity Fund
•	 One of 33 5-star rated Canadian 

Equity funds1 

•	 Top decile performance across 

all Canadian Equity funds over the 

last 15 years2

•	 One of the only all-cap value 
mandates that is 5-star rated3

•	 Nimble fund with $51M in assets 

and capital losses carryforward of 

$73M (145% of the fund’s assets)4

The Brandes Canadian Equity Fund launched on July 2, 2002 and has always 
looked incredibly different than everything else in the market. There’s never been 
a time where it’s been market-like or looked like any other mainstream Canadian 
Equity fund. That’s because you have a different viewpoint, and you think about 
investing in Canada differently than everyone else. Can you please walk us 
through how your committee thinks about the Canadian opportunity set and how 
you approach it? 
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… we tend to look very 

different. If you’re paying 

active fees, you should want 

to get active management. 

We can be a complement to 

some of the biggest funds in 

Canada, which tend to look 

like the benchmark.

In Canada, there is a lot of household debt, the consumer is very levered 
and interest rates are going up. We feel that the outlook for risk in Canada is 
heightened and doesn’t look that compelling. 

We don’t have a bias against the Canadian banks, necessarily. We would love 
to own them, and they are good franchises. The price and the risk we see in 
them today do not make them seem compelling, yet they are huge chunk of the 
Canadian market.

We could say the same about energy in Canada. If you look at other strategies 
at Brandes, we have owned a lot of energy at many times over the last several 
years. A lot of the energy that is available in Canada tends to be higher on the 
cost curve and is riskier. This demands a strong view of where oil prices are 
going, which is not our approach. We are not top-down investors.

So, the opportunities in energy and financials seem to be riskier and we find 
other sectors more attractive. Since it is a very concentrated opportunity set 
in those sectors, we tend to look very different. I think this is an attraction. If 
you’re paying active fees, you should want to get active management. We can 
be a complement to some of the biggest funds in Canada, which tend to look 
like the benchmark.

One of your top holdings is E-L Financial, which invests in global equities. 
Another holding, OpenText, does most of its business in the U.S. You own 
aerospace companies and you own uranium, which is a global commodity. It 
looks intentionally designed to own Canadian companies that don’t do much 
business in Canada. Can you walk us through the rationale?

Yingbin: This question addresses quite a few things. We did not 
purposely build a portfolio of companies that do business outside of 
Canada. Rather, this is the result of our bottom-up process. I count 
seven companies that we initiated in 2021 and 2022 where, at the 
time, we thought Canada looked expensive and we wanted to really 

diversify our portfolio. They share a few commonalities:

•	 A lot of them are global companies
•	 At the time, we liked both our estimate of the intrinsic value and the 

quality of the business

One example is Lassonde Industries, which is a fruit snack company. It is very 
stable and has provided what we consider to be good returns and good cash 
flow. The price dropped recently because of supply chain issues that drove up 
costs. They typically can pass cost on to consumers, but it takes time. During 
this period, they were also undergoing an IT upgrade, so that depressed their 
margin. It has no sell-side coverage and we felt that we were able to invest in a 
solid, quality and stable company at a very attractive margin.

If I were to say the name Lassonde Industries, I doubt the average person would 
have heard of the name. I’m sure the average person has heard of Allen’s, 
Rougemont and Del Monte. Many of the fruit drink brands that we consume in 
Canada and the U.S. are from Lassonde!

Yingbin: A lot of companies that we own don’t get instant name 
recognition. I think this speaks to your earlier comments about how 
we own global companies based in Canada.

We own a software company called OpenText. Roughly 83% of its 
revenue is recurring and they have a mandate in place with customers for a 
small 1-2% annual price increase. This is a global company with a US$12B 
market cap, but it does not get much attention. Most of its business is in the 
U.S., but they don’t get coverage from U.S. analysts. They mainly get coverage 
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from Canadian sell-side analysts who are generalists, so I don’t see the in-
depth coverage that a Canadian highflyer receives. There is a bit of attention 
arbitrage here.

We recently added Héroux Devtek and Magellan Aerospace. These are global 
companies that manufacture and sell aerospace components. They went through 
a downfall from the pandemic and we feel that they are both high quality 
companies that are expanding their content. After the pandemic, demand finally 
started recovering, which triggered supply chain issues. The Ukraine war also 
forced key components to be in shortage. Héroux is working on restructuring 
and getting costs even leaner with a good pipeline of revenue opportunities.

CAE is the dominant global company for flight simulators and pilot training. 
We loved the business quality and invested at a fairly low margin of safety 
(which is the discount of market price to our estimate of intrinsic value). This 
demonstrates that we are starting to find quality global companies at attractive 
valuations that are based in Canada. As a result, our cash level has gone from a 
fairly high level to today’s minimal level.

Cash in this fund has fluctuated over the years. At the end of 2019, it was at 18%. 
Now you’re down to 1.5%. Can you bring us up to speed on your thought process 
on using cash within the fund? Will there ever be a situation where it gets that 
high again?

Yingbin: I think this is a consequence of the Canadian market 
being very concentrated. We apply rigorous criteria to investing, 
so when we have a difficult time finding names that fit, you see a 
higher cash level.

Names that we recently added like Lassonde, Bausch & Lomb, Magellan, Pason 
Systems, Héroux Devtek, OpenText, Sprott Uranium and CAE gave us adequate 
margin of safety or sometimes less margin of safety combined with a quality 
profile that we felt comfortable holding at a high allocation. Because we had 
these attractive opportunities, we felt comfortable investing and that brought 
down our cash level. 

I would say that cash likely will fluctuate depending on the environment. 
However, this period gave us more experience with a different opportunity set – 
investing in high quality companies with low margins of safety.

Luiz: We strive to be fully invested – that’s always the goal. 
However, to outperform, sometimes what you have is just 
as important as what you don’t have. So, it depends on the 
environment. 

When the pandemic hit, nobody could have predicted that, but having that cash 
buffer was very helpful.

Luiz, whenever you are in Canada, it seems that you are always meeting with 
Dorel Industries. This is the posterchild of engagement that I’ve seen for Brandes 
in Canada. It is a fascinating story – can you please give us the history on Dorel 
and how that resulted in them spinning out their bicycle business?

Luiz: Dorel is a company that I have covered for many years. This 
company is controlled by the Schwartz family in Montréal. Since it 
is majority controlled by the family, there is a limit to the degree that 
we can have influence. We try to engage with them, be partners to 
them and help them create value. The three brothers are in their 60s 

and 70s and don’t have a new generation to take over. They already announced 
that they want to sell the company, so we took comfort from that.

We strive to be fully invested 

– that’s always the goal. 

However, to outperform, 

sometimes what you have 

is just as important as what 

you don’t have. 
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The company used to have three main businesses: bicycles, baby products and 
furniture. A couple of years ago, they tried to go private. We were quite upset 
because they tried to do so at a very low price. We put out a press release and 
teamed up with other shareholders to stop this. In the end, we managed to 
defeat the deal altogether. Not long after, they sold the bicycle business and 
paid out a special dividend of $12 USD/share.

Their furniture business suffered quite a bit during COVID. There were supply 
chain issues along with several problems going on with the remaining two 
businesses, which were partially not their fault. 

Dorel has very good assets. The price is now very low, and we’ve since bought 
more. We are now the largest minority shareholder after the family. We are 
confident that Dorel’s quality assets are worth a lot more than the share price. 
We took a lot of money off the table with the special dividend and feel that the 
current price is attractive on a risk/reward basis.

This type of engagement is something that we enjoy doing. If you look at the 
history of the portfolio, we hold a long list of companies that have been sold 
– companies that have been taken over at a large premium. The most recent 
story is Velan. This was abandoned and nobody paid attention to it. It was 
an underperformer in our fund for many years. One day it was sold at a huge 
premium, making the IRR (internal rate of return) very attractive. 

We are patient. Often, it looks ugly in the interim, but this is why we buy 
companies at, what we consider to be, low prices.

It seems that your team is incredibly patient. What is your holding period?

Luiz: “Our favourite holding period is forever” – Warren Buffett. 
It is true that there are names that we have held forever, but we 
don’t see this as a problem. If the company is adding value, why 
should we turn it over? I will say, weightings have varied over time. 
We can hold a company for many years, but adjust the weightings 

significantly. For example, Sierra Wireless went from a small position to the 
largest position many times over the course of 20 years. The weights can vary 
quite a bit, but we are very patient.

E-L Financial has a significant weighting. Can you talk about this holding?

Luiz: This is a company that we really like. Most of the value is 
through global equity closed-end funds trading at a big discount 
to NAV, plus an insurance business in Canada called Empire Life. 
The family that manages the company is very rational, they treat 
minority shareholders right and they are opportunistic. They used 

to have a second insurance business in Canada that they sold at a very good 
price. So, they are a very good partner. The discount to NAV that we perceive 
to exist varies over time. As it becomes greater, we get more excited; and as it 
gets smaller, we get a bit less excited. But that discount hasn’t disappeared, so 
we’ve been holding onto it for a long time.

Can you both speak about your history at Brandes and coverage of the Canadian 
market?

Luiz: I’m from Brazil, but my history in Canada dates back to the 
1990s. My first full-time job was in M&A Advisory with a company 
called Brascan Corp. (now Brookfield Asset Management). My first 
big client win was Hydro-Québec.

I have covered a lot of companies in Canada. The first story for me was Bombardier 
and I have met with the Beaudoin family several times over the years. Dorel has 

The ideal holding period is 

forever – Warren Buffett.  

It is true that there are 

names that we have held 

forever, but we don’t see 

this as a problem. If the 

company is adding value, 

why should we turn it over? 
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been my longest story. Canada has always been a fascinating market. There are 
many little-known companies that we follow.

Yingbin: I’m from China and moved to the U.S. for grad school. 
I originally worked in electrical engineering and later switched to 
finance. At Brandes, I’ve been covering technology companies, 
aided by my prior work in the tech industry. 

I had the pleasure of covering the Canadian “tech highflyers.” These names 
may bring back memories, but if they don’t, well, congratulations on your 
youth! I covered Nortel, JDS Uniphase and BlackBerry. I also cover very little-
known Canadian tech names. One such company, which was in our portfolio 
for 10+ years, is Sierra Wireless.

Yingbin Chen, CFA Director, Investments Group
•	 With Brandes since 2001
•	 Member of the Small-Cap Investment Committee for  

20 years
•	 Master’s degree in electrical engineering, former 

technology officer at Citigroup
•	 Committee focus: technology disruption risk

Luiz Sauerbronn Director, Investments Group
•	 With Brandes since 2001
•	 Experience on the Small-Cap Investment Committee 

dates back 20 years
•	 Started his career in investment banking
•	 Committee focus: tail risk, shareholder engagement, 

industrials
•	 Member of Brandes’ ESG committee

Mark Costa, CFA Director, Investments Group
•	 With Brandes since 1998
•	 Joined the Small-Cap Investment Committee in 2009 

during the Global Financial Crisis
•	 Covered Industrials over his entire 25-year career
•	 Committee focus: cycles, durability of balance sheets, 

revolving credit agreements 

Bryan Barrett, CFA Senior Analyst
•	 With Brandes since 2008
•	 Joined the Small-Cap Investment Committee in 2019, 

taking over for his retiring mentor, Ralph Birchmeier 
(former head of financials at Brandes)

•	 Committee focus: financials

The Fund is managed by the Brandes Small-Cap Investment Committee:

1	Based on Series F performance as at Oct. 31, 2023 for all funds in the following Morningstar categories: Canadian Equity, Canadian Focused Equity, 
Canadian Small/Mid Cap Equity, Canadian Focused Small/Mid Cap Equity, and Canadian Dividend and Income Equity.

2	Based on Series F performance as at Oct. 31, 2023 for all funds in the following Morningstar categories: Canadian Equity, Canadian Focused Equity, 
Canadian Small/Mid Cap Equity, Canadian Focused Small/Mid Cap Equity, and Canadian Dividend and Income Equity. 

3	Based on Morningstar style box and ownership zone of all 5-star rated Canadian Equity Funds. 
4	Capital loss carryforward is as of tax year end Dec. 15, 2022 and the asset on Oct. 31, 2023 are $50.5 million CAD.

https://www.bridgehousecanada.com/investment-solutions/brandes-canadian-equity-fund/

