
The Drug Oligopoly

The Value Fund has gained +11.5% year-to-date (as of July 31, 2019). During this period the S&P/TSX
Total Return Index (including dividends) gained +16.6% and the S&P500(CAD) gained +16.3% (measured
in Canadian dollars – the Value Fund’s reporting currency). Currency movements lowered our
returns by 3.3% year-to-date. Our currency strategy remains unchanged and has been written about at
length.

In frothy markets like the present, we tend to lag given our conservative positioning and willingness
to hold cash when attractive opportunities are scarce. This is the price we pay for being prudent and
patient. When the tide goes out - like it did in Q4 of last year – we tend to outperform and react by
putting our idle cash to work.

Two of our largest contributors year-to-date are stocks that we bought during last year’s Q4 selloff:
Facebook (FB) +48.2% and Apple (AAPL) +35.1%. Our long-term compounders Visa (V) +34.9% and
American Express (AXP) +30.5% were our other top-performing stocks through July 31.

Only two portfolio holdings were down year-to-date and they were small holdings representing about
2.0% of the portfolio: Tapestry (TPR) -8.4% and Sanofi (SNY) -3.9%. Given our concerns about the
economic cycle and the challenges facing both companies in the current environment, we recently
exited both holdings.

We did not initiate any new positions during the first half of 2019. We opportunistically added to five
of our existing holdings and trimmed our position in American Express (AXP). We loaded up on AXP
shares when the company lost the Costco business in 2015 and are still big fans of the company. But
given the significant run up in the shares they are now closer to fairly-valued and AXP was becoming
too large a position in the portfolio. It remains a core holding with a 6.0% weighting as of June 30.
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The Value Fund’s historical portfolio turnover has been low by industry standards. In other words, we
hold stocks for a long time (over 5 years on average). This benefits clients by minimizing transaction
costs and deferring the triggering of capital gains. Many of the stocks that we own are also
“compounders” that increase their intrinsic value over time through growing earnings, dividends and
share repurchases. Like many value investors, our biggest challenge is finding attractive entry points
for these great businesses – especially in an expensive market.

Drug Distribution

When most people walk into their local pharmacy to fill a prescription, they probably don’t think
about how those drugs made their way from the manufacturer to pharmacist. We do. Wholesale
pharmaceutical distribution isn’t a sexy business. But it is a good one and during the selloff in late
2018 we initiated positions in the two largest U.S. distributors - McKesson Corporation (MCK) and
AmerisourceBergen (ABC). They are controversial and hence cheap when purchased.

We like to invest in industries with long-term tailwinds and pharma distribution checks that box. An
aging population will lead to increased drug utilization, drug price inflation increases revenues as
does the introduction of new drugs. The “Big 3” - McKesson, AmerisourceBergen and Cardinal Health
– are a distribution oligopoly with over 90% market share in the United States.

We believe that these dominant distributors will be very difficult to displace due to multiple
sustainable competitive advantages (moats):
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Regulation: Drug distribution – like the rest of the drug industry – is heavily regulated making
entry difficult for newcomers.

Customer switching costs: Pharmacies typically enter into multi-year distribution agreements
with a preferred wholesale distributor.

Scale: The massive scale and volumes of drugs distributed by the Big 3 allow them to operate
profitably on razor-thin margins. For example, last year McKesson’s U.S. distribution revenue
was $168 billion while its operating profit was a slim $2.5 billion (1.5% operating margins are
normal).

The Big 3 have slightly different business models but at their core, they are identical. We will discuss
the largest (McKesson) in greater detail to illustrate our investment thesis.

McKesson Corp (MCK)

In addition to its core U.S. distribution business, McKesson also operates related businesses including
distribution operations and retail pharmacies in Europe and Canada (Rexall) and a medical-surgical
distribution business.

Given its scale, McKesson consistently generates significant free cash flow which it uses to make
acquisitions, increase dividends and repurchase its shares. The company also recently spun out a
minority stake in a non-core business – Change Healthcare (CHNG) – into a separately traded public
company. McKesson should spin out the rest of CHNG to its shareholders tax-free within the next 12-
18 months.

McKesson will generate $3 billion of free cash flow this year. At our average purchase price of $114.50
we acquired MCK shares with an owner earnings yield (1) of close to 14%. We also indirectly received
about $14.30 worth of CHNG shares for free.

3(1) Earnings yield is the inverse of the P/E ratio. A 14% earnings yield is equivalent to a P/E of 7.1x
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Based on MCK’s current earnings estimates, we paid less than 8x earnings for this high-quality
business. Drug distributors like MCK have historically traded at around 14x earnings. So, what’s the
catch? There are three major concerns currently weighing on the shares, two of which we believe
will prove unfounded.

Politics and Regulation. Drug price inflation is a political piñata in the U.S. with plenty of
heated rhetoric and an upcoming election. Various proposals are being floated by the Trump
administration and Congress to get healthcare spending under control. We believe that drug
distributors will be able to adapt to whatever changes are made and be paid fairly for the
critical distribution function that they play in the U.S. drug supply chain. There will be
challenges and given the political climate, investor sentiment will likely remain bearish. We
believe this will pass in time.

New competition. Amazon’s recent purchase of online pharmacy PillPack has many
speculating that they plan to take on the wholesale distributors given Amazon’s success in
other areas. Our view is that while Amazon has disrupted retail and other industries by
undercutting incumbents, those industries didn’t run on 1.5% operating margins or have
customers that were under multi-year contracts. Again, we believe this threat to be overblown.

Opioid Litigation. The opioid epidemic in North America is tragic and there is plenty of blame
to go around. Manufacturers like Purdue marketed their products aggressively while playing
down the risks. Many physicians wrote countless scripts for personal gain that “pill mill”
pharmacies were happy to fill. The distributors should have done a better job of flagging and
reporting pharmacies that were purchasing inordinate volumes of opioids relative to the size of
their communities. Finally, the FDA had the data from all industry participants but failed to
act. All players bear some blame for the human suffering and addiction resulting from these
failures.

The participants are being sued for billions of dollars via thousands of lawsuits filed by State
Attorneys General, cities and private citizens. The drug distributors clearly have exposure. For
example, MCK recently settled with West Virginia – a hard-hit area – for $37 million payable over
five years. Bloomberg recently reported that the Big 3 proposed a $10 billion settlement and that the
National Association of Attorneys General countered with $45 billion.(2) The drug distributors will
incur liability, even if they are less culpable than others. Plaintiffs usually target deep pockets and
the Big 3 fit the bill.

The opioid litigation reminds us of the tobacco master settlements from 20 years ago. Plaintiffs will
need the Big 3 to keep operating in order to receive damage payments as drug distributors don’t
carry much in the way of fixed assets or excess cash. Society needs the distributors to continue to
distribute drugs nationwide (albeit in a more responsible manner). Our best guess is that this will
take years and plenty of hard-fought litigation to resolve (MCK is spending $150 million on opioid-
related litigation this year alone). We believe that a global settlement is the most likely outcome.

4(2) https://www.bloomberg.com/news/articles/2019-08-06/opioid-distributors-propose-10-billion-to-end-state-lawsuits
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The distributors will likely end up paying something up front and the balance over time out of their
prodigious cash flows. Let’s assume that MCK alone ends up paying $10 billion. That would
represent about a $53 loss in per share intrinsic value. The more likely scenario is a lesser reduction
of intrinsic value due to the payout being made over many years.

Applying a normal 14x price-to-earnings ratio and adjusting for the CHNG shares and the litigation
exposure we derive a fair value of over $142 per share for MCK which is where the stock is currently
trading. We aren’t adding to our position at current levels, but at our purchase price of $114.50 we
figured that we had an adequate margin of safety even if our estimate of the litigation exposure turns
out to be low. We also conducted a similar analysis for ABC and bought shares as part of a pharma
distributor “basket”. Given the potential risks and uncertainties we kept our position-sizes modest.
We plan to closely monitor the situation and react as things unfold.

Outlook

Markets have been good for a very long time and we are getting late in the economic cycle. The
Value Fund is well positioned as the companies that we own are of high quality and should continue
to increase their intrinsic value over time.

In addition, many of the companies in our portfolio are aggressively repurchasing their own shares
(e.g. Apple repurchased $75 billion last year and are on track to do the same again this year). Lower
prices help long-term investors as these corporate cannibals retire more shares for each dollar
deployed as prices decline. Berkshire Hathaway is currently sitting on a $120 billion cash hoard and
just itching for a chance to put it to work.

"The big money is not in the buying and selling … but in the waiting.“

Charlie Munger

Markets are bullish, valuations are dear and almost every stock is up. Time to be cautious in our
minds. But to be clear, we have no idea when a real market correction or an economic recession will
materialize. In fact, we do not believe that either can be reliably predicted by anyone. But whenever
opportunity arrives, we are ready to take advantage.

Michael P. McCloskey

President, Founder &
Chief Investment Officer
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GreensKeeper Value Fund

Fund Details

Class A Class F* Class G**

Fund Codes Pending Pending Pending

NAV $16.81 $17.06 $13.39

MER (%) 1.8% 1.3% < 1.8%

Load Structure No Load

Performance Fee 20% over 6.0% annual hurdle

Min. Initial 
Investment

$50,000

Min. Investment 
Term

1 Year

Registered Plan 
Status

100% Eligible (RRSPs, TFSAs, 
RESPs, RDSPs, LIRAs, RIFs, 
etc.)

Inception Date November 1, 2011

Type of Fund
Long equity, 
Long-term capital 
appreciation

Fund Category Global Equity

Currency CAD

Valuations Monthly

Redemptions Monthly on 30 days' notice

Distribution 
Frequency

Annually (December)

Fund Distributions - $/Unit (Class A)

2012 $0.2318 2016 $0.5416
2013 $0.2147 2017 $0.0000
2014 $0.6542 2018 $0.5752
2015 $0.2939

Service Providers
Investment 
Manager

GreensKeeper Asset 
Management Inc.

Administrator and 
Registrar

SGGG Fund Services Inc.

Auditor KPMG LLP

Custodian
National Bank Independent 
Network

Legal Counsel Borden Ladner Gervais LLP

As at July 31, 2019

Investment Objective

To deliver absolute returns to unitholders (net of all fees) in excess of
both the S&P/TSX Index and the S&P500 Index (measured in Canadian
dollars) over the long term. The Fund seeks to accomplish its set
objective through investments in a concentrated portfolio, primarily in
equities from any sector and market capitalization.

Investment Eligibility

Accredited Investors including Investment Advisors (IAs) with long-
term time horizons seeking to better protect and diversify their clients’
equity portfolios.

Portfolio Performance (Class A)

Portfolio Allocations
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Compound Returns(1)(2) 1 MO YTD 1 YR 3 YR 5 YR Inception

Value Fund 2.2% 11.5% 10.2% 9.6% 7.8% 9.5%

Annualized

Asset Mix * Sector

U.S. Equity 79.7% Technology 34.1%

Cash and Equivalents 12.4% Financial Services 14.3%

European Equity 7.1% Insurance 13.4%

Canadian Equity 0.8% Cash & Equivalents 12.4%

Healthcare & Pharma 9.4%

Consumer & Retail 6.3%

Industrial 5.1%

Energy 2.6%

Communication & Media 2.5%

* Based on corporate domicile.



Investment Philosophy

We follow a time-tested value investing process and conduct bottom-up fundamental research to identify attractive and
underpriced equity investments for the portfolio. GreensKeeper believes in buying an interest in a quality business for less than its
true worth or intrinsic value. That discount provides us with our margin of safety to safeguard our clients’ investments.

Aversion to Leverage

Aversion To Leverage : We avoid the use 
of leverage. As a result, we are never 

forced to sell when market conditions are 
difficult (and stocks are undervalued).

Our Best Ideas

Only our best ~20 ideas find their way 
into the Value Fund.  We prefer to assume 

shorter term volatility in exchange for 
what we expect will be longer-term 

outperformance.

How We View Risk

We reject the premise that volatility is the 
proper way to define and measure risk. 

Instead we believe that risk is best 
defined as the risk of a permanent loss of 

our clients’ capital.

GreensKeeper Value Fund

Portfolio Manager

Our founder is among our 
largest investors and has 
over 70% of his family’s 
net worth invested 
alongside our clients. 

• Former Investment 
Banker (2002-2010)

• Former Lawyer 
(Partner), Securities 
and M&A (1995-2002)

Michael McCloskey 
B Sc, JD, MBA, CIM, AR
Founder, President & 

Chief Investment Officer
905.827.1179  

michael@greenskeeper.ca

Statistical Analysis (3)

Disclosures
(1) All returns are as at July 31, 2019. (2) GreensKeeper Asset Management Inc. (GKAM) assumed the investment management responsibilities of the Value Fund
on January 17, 2014. Prior to that date, the Value Fund was managed by Lightwater Partners Ltd. while Mr. McCloskey was employed by that firm. (3) Where
applicable, all figures are annualized and based on monthly returns since inception. Risk-free rate calculated using 90-day CDN T-bill rate. * Class F Units are
for purchasers who participate in fee-based programs through eligible registered dealers. ** Class G Units are for purchasers and dealers who have greater than
$1 million managed by GreensKeeper and who enter into a Class G Agreement with us. Class G Units are not charged a management fee or performance fee by
the Fund as Fees are paid directly to the Manager pursuant to the Class G Agreement.

This document is intended for informational purposes and should not be construed as an offering or the solicitation of an offer to purchase an interest in the
GreensKeeper Value Fund or any other GreensKeeper Funds (collectively, the "Funds"). Any such offer or solicitation will be made to qualified investors only by
means of an offering memorandum and only in those jurisdictions where permitted by law. GKAM is registered in Ontario, Canada under the categories of
Portfolio Manager, Investment Fund Manager, and Exempt Market Dealer. An investment in the GreensKeeper Value Fund is speculative and involves a high
degree of risk. Opportunities for withdrawal, redemption and transferability of interests are restricted, so investors may not have access to capital when it is
needed. There is no secondary market for the interests and none is expected to develop. Investments should be evaluated relative to an individual’s
investment objectives. The information contained in this document is not, and should not be construed as, legal, accounting, investment or tax advice. You
should not act or rely on the information contained in this document without seeking the advice of an appropriate professional advisor. Please read the Fund
offering memorandum before investing.

The Funds are offered by GKAM and distributed through authorized dealers. Trailing commissions, management fees, performance fees and expenses all may
be associated with an investment in the Funds. The fees and expenses charged in connection with this investment may be higher than the fees and expenses
of other investment alternatives and may reduce returns. There is no guarantee that the investment objective will be achieved. Past performance should not be
mistaken for, and should not be construed as an indicator of future performance. The performance figures for the GreensKeeper Value Fund include actual or
estimated performance or management fees and are presented for information purposes only. This document has been compiled by GKAM from sources
believed to be reliable, but no representations or warranty, express or implied, are made as to its accuracy, completeness or correctness. All opinions and
estimates constitute GKAM’s judgment as of the date of this document, are subject to change without notice. GKAM assumes no responsibility for any losses,
whether direct, special or consequential, that arise out of the use of this information. Certain statements contained in this presentation are based on, inter alia,
forward looking information that are subject to risks and uncertainties. All statements herein, other than statements of historical fact, are to be considered
forward looking. Such forward-looking information and statements are based on current expectations, estimates and projections about global and regional
economic conditions. There can be no assurance that such statements will prove accurate and, therefore, readers are advised to rely on their own evaluation of
such uncertainties. Further, to the best of GKAM’s knowledge the information throughout the presentation is current as of the date of the presentation, but we
specifically disclaim any duty to update any forward-looking information. The GreensKeeper Value Fund strategy in no way attempts to mirror the S&P/TSX or
the S&P500. The S&P/TSX Composite Index and the S&P500 Index are provided for information purposes only as widely followed indices and have different
compositions and risk profiles than the GreensKeeper Value Fund.

Value Fund S&P/TSX
S&P500 
($CAD)

Fund Beta vs. Selected Index n/a 0.40 0.49
Standard Deviation 6.4% 8.7% 10.2%
Sharpe Ratio 1.33 0.72 1.61
Best Month 4.7% 8.7% 6.9%
Worst Month -5.1% -6.3% -6.6%
Percentage Positive Months 73.1% 64.5% 73.1%
Maximum Drawdown -7.1% -14.3% -9.0%
CAGR Since Inception 9.5% 7.0% 18.5%



Disciplined
Value Investing is simple, but not easy. At GreensKeeper we put in the work and have the proper
temperament to succeed in the stock market.

Alignment of Interests
Our founder is among our largest investors and has over 70% of his family’s net worth invested alongside
our clients. Does your investment manager have any of his/her own money invested alongside yours?

Owner Managed
Our clients deal directly with the people actually making the investment decisions. Do you know who is
managing your money?

#DemandMore   

GreensKeeper Value Fund



“My family has known Michael for over 20
years and we have invested in the Value Fund.
He has a track record of success and we sleep
soundly at night knowing that he is growing
our investments safely.”

Dr. Erin Ray, 
Anesthesiologist 

Royal Victoria Hospital

"I have known Michael for over 15 years and
consider him a valued and trusted adviser. His
prudent investment approach for the long term
that ignores the short term market volatility is
the reason we have invested much of our long
term savings with him."

Erik de Witte
Entrepreneur, Former President 

TD Financing Services

GreensKeeper Value Fund

Testimonials

Don’t just take our word for it.  See what our clients are saying :

The foregoing testimonials are from existing GreensKeeper client families and may not be representative of the views of all 
people or investors.  Certain testimonials were provided unsolicited and others were provided by request.

"Michael has a conservative yet productive
approach to selecting companies to invest
one's hard earned cash. I will be increasing
my level of funds with Michael."

Peter McDonnell
Retired, Former President

Adcom Inc

“We began investing with GreensKeeper in
2013. A large portion of our three
grandchildren’s education money is guided
by Michael McCloskey and his patient
advice. We have a long-term view towards
investing and trust in the fund’s risk
aversion strategy for preservation of capital.
I recommend GreensKeeper to my friends
and family.”

Timothy A. Brown
President & CEO
ROI Corporation
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