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Three top stock picks from the CEO of
$1.2-billion investment manager GFI
BRENDA BOUW
Special to The Globe and Mail
Daniel Goodman isn’t too worried about
how the markets will behave after Tuesday’s U.S. presidential election, even
if it’s contested for weeks to come. For
Mr. Goodman, chief executive officer at
GFI Investment Counsel Ltd., investors
should buy companies they plan to own
for years.
“This is a moment in time and, from
an investment perspective, that’s all it
is,” says Mr. Goodman, whose Toronto-based firm oversees about $1.2-billion
in assets under management
Instead of trying to time the markets, he
says investors should stick to the longterm asset mix and plan they’ve set up.
“The right asset mix is one you can
hold in all market conditions,” he says.
“If you’re contemplating selling down
equities at this point in time, it probably
means that you have too high an equity
allocation in your portfolio. You should
own the amount of equities that you can
hold during difficult times as well as the
good times.”
GFI’s own equity allocation is at 100
per cent – about 75 per cent U.S. stocks
and the rest in the Canadian market. It
invests in about 15 to 20 names at one
time.
Its Good Opportunities Fund returned
20 per cent year-to-date after fees, as of
Sept. 30. That compares with a return
of 5.6 per cent for the S&P 500 and a
drop of 3.1 per cent for the S&P/TSX
Composite Index over the same period,
Mr. Goodman says.
His firm is about “rational investing,”
which means it doesn’t get into risky
bets such as cannabis or cryptocurrency
stocks. He’s also not interested in commodities, such as mining and energy,
and sold out his one Canadian bank
stock in June of this year. Mr. Goodman
is not expecting a crash in bank stocks
but “we felt we could do better” with

other companies over the long term.
One recurring theme in his portfolio is
companies with high operating leverage,
which measures the sensitivity of a company’s operating income to its revenues.
“It’s when that new dollar of revenue
falls to the bottom line in a big way,”
Mr. Goodman says. “It’s a wonderful
characteristic of a great business.”
Below are three of his picks:
Moody’s Corp.
52-week range: US$305.95 to US$164.19;
Nov. 2 close: US$265.93; One-year return: 20.6 per cent
Mr. Goodman first bought the credit-rating agency company’s stock in May,
citing its limited competition and ability
to raise prices without losing customers.
Moody’s main competition include S&P
Global Ratings and Fitch Group.
“Corporate debt issuance isn’t going
to slow down,” he says. “We look for
businesses that can pass through their
inflationary cost increases and raise prices to customers without losing them.”
He says most businesses that have to
issue corporate debt don’t have a wide
choice about where to get rated. Also, by
getting the rating, they can lower their
cost of capital. It’s similar to the possibility of getting cheaper home insurance
if you have a security system installed.
“It’s another one of the things we look
for; a win-win for the customer and the
business,” Mr. Goodman says.
He also points to Moody’s strong
third-quarter earnings, where revenue
increased by 9 per cent to US$1.4-billion year-over-year, which led to a
25-per-cent increase in adjusted diluted
earnings per share (EPS) of US$2.69
compared with last year. “It’s another
example of operating leverage,” he says.
Microsoft Corp.
52-week range: US$232.86 to US$132.52;
Nov. 2 close: US$202.33; One-year return: 40.8 per cent

GFI has bought Microsoft on and off
over the years and got back in a year ago
and has been adding to client portfolios
ever since, attracted to the technology
giant’s size and recurring customer base.
“People rarely switch their operating
systems,” he says, adding that, like
Moody’s, Microsoft can usually raise
prices without losing customers. “It’s a
very sticky business.”
Microsoft recently reported a 12-percent year-over-year increase in its fiscal
first-quarter revenue to US$37.2-billion
– “which for a company that size is astounding to begin with,” Mr. Goodman
says. Diluted EPS increased by 32 per
cent to US$1.82.
The company’s valuation is a bit high, at
about 26 times 2021 free cash flow, according to his company’s forecasts, but
Mr. Goodman says he believes the stock
will look cheap five years from now as
the company continues its double-digit
growth trajectory. “Price is what you
pay, value is what you get.”
Charter Communications Inc.
52-week range: US$663.70 to US$345.67;
Nov. 2 close: US$588.43; One-year return: 23.5 per cent
GFI bought this U.S. broadband communication company in the first quarter of
2018, attracted to its ability to provide
some of the fastest internet service in its
territories.
“They’ve invested a lot in their network,” he says, which has kept customers from switching to other providers.
The broadband company reported
revenue growth of about 5 per cent
to US$12-billion in the third quarter,
driven by a 12.5-per-cent surge in its
internet division. Diluted EPS came in at
US$3.90, up 124 per cent from US$1.74
a year ago.
“That’s operating leverage – when that
new dollar of revenue gives you significantly more earnings,” Mr. Goodman
adds.
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