
Investment Objectives 
TM Cerno Global Leaders invests in global companies with sustainable 
competitive advantages delivering above average returns. Its target 
is to achieve long term growth in value. The fund will hold no more 
than 30 securities, equally weighted, selected according to a distinct 
investment thesis that accents industry structure, the sustenance of 
return on capital and secular growth. The fund does not invest in 
banks, commodity, fossil fuel or tobacco companies. The portfolio is 
fully invested at all times.

Portfolio Review
In this report, we reflect on the broad challenges faced by equities on 
both a retrospective and prospective basis.

The second article that follows looks into the cashflow characteristics 
of portfolio companies, underlining the very strong financial positions 
of the companies and the portfolio as a whole.

   Q1-2022UCITS Global Equity Portfolio (Class A)

Fund Data 
 
NAV/Share (Class A Acc)       £15.74
Fund Size (£mn)              148
Currency Share Class  GBP (Base)
Investment Management Charge 0.65%
Ongoing Charges Figure 0.84%
Dealing Frequency  Daily
Legal Structure  OEIC (UCITS)
Number of Holdings  27
Active Share  99%
Lead Manager  James Spence
Inception Date Fund      2017
Inception Date Strategy                                        2014

James Spence
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In the accompanying 1Q portfolio updates sent to investors, we set out the broad challenges 
as follows:

The main effect, in investment terms, of Russia’s invasion of Ukraine has been to intensify 
some of the challenges faced by financial assets. These challenges can be listed as follows 1) the 
exacerbation of inflation 2) rising geopolitical risk 3) disruption to a globalised world 4) downward 
pressure on valuations. 

In this article, we further develop these points, as they apply to the equity asset class.

Inflation

This writer cannot think of a more difficult time in recent history to consider the prospects 
for price inflation. The disinflationary period that began in the early 1980s was preceded by 
a period where inflation expectations had become “entrenched” as the terminology has it. 
As Paul Krugman recalled: 

“ Forty years ago, as many economists will tell you, inflation was “entrenched” in the economy. 
That is, businesses, workers and consumers were making decisions based on the belief that high 
inflation would continue for many years to come.

One way to see this entrenchment is to look at the wage contracts — typically for three years — 
that unions were negotiating with employers. Even then, most workers weren’t unionized, but 
these deals are a useful indicator of what was probably happening to wage- and price-setting more 
generally.

So what did those wage deals look like? In 1979, union settlements with large companies that didn’t 
include a cost-of-living adjustment specified an average wage increase of 10.2 percent in the first 
year and an annual average of 8.2 percent over the life of the contract. As late as 1981, the United 
Mine Workers negotiated a contract that would raise wages 11 percent annually over the next 
several years.

Equities in a challenging environment  

James Spence
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Why were workers demanding, and employers willing to grant, such big pay hikes? Because 
everyone expected high inflation to persist for a long time. In 1980 the Blue Chip survey of 
professional forecasters predicted 8 percent annual inflation over the next decade. Consumers 
surveyed by the University of Michigan expected prices to rise by about 9 percent annually over 
the next five to 10 years.

With everyone expecting inflation to continue, workers wanted raises that would keep up 
with rising prices, and employers were willing to grant those raises because they expected their 
competitors’ costs to be rising as fast as their own. What this did, in turn, was make inflation self-
perpetuating: Everyone was raising prices in anticipation of everyone else raising prices.

Ending this cycle required a huge shock — an economy so depressed both that inflation fell and 
that workers were compelled to accept major concessions.”

Andreas Gursky’s Amazon – Source: Andreas Gursky/DACS, 
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The period that followed – and an awfully long period it turned out to be - was 
characterised by disinflation, a phenomenon which had, as its greatest casual factor, the 
urbanisation and opening up of the Chinese economy to the world. 

Hand in hand with that came the dominant narrative that trade had become globalised and 
that also served, ideologically and practically, to put collectivised labour in the West into 
further retreat. China, for its part, recycled its massive trade surpluses into core bonds and 
in particular the US bond market which put a lid on yields and has kept interest rates very 
low. 

Low interest rates boosted the affordability of debt and that raised and sustained 
consumption. Rising consumption delivered growth an opportunity into the maw of 
outsourced production, much of it in China, boosting trade there and swelling trade 
surpluses, resulting in further cashflows into US Treasuries and so we went, round and 
round. That was until August 2020 when the yield on the US 10 Year Treasury bottomed at 
0.60%. 

                                                                            Shenzhen seen from the Hong Kong border Source: Wpcpey - Own work, CC BY-SA 4.0

In the effort to imagine alternative worlds, it is worth remembering that inflation was 
spiking well in advance of Russia’s invasion of Ukraine.

And yet, despite the realistic expectation that numerically inflation will persist throughout 
this year and well into next, there is a debate as to its longer-term persistence and the 
applicability of comparisons with the 1970s and early 1980s. For one, longer range inflation 
expectations have not changed much, at least those interpolated from financial asset 
pricing. Secondly, despite small advances made by Amazon workers in the US, labour is, 
broadly speaking, not organised into unions.

And whilst the US wages index is hooking up, this is largely caused by technical full 
employment, the trend to retire early during the COVID pandemic and the white hot status 
of the US economic cycle.
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The price of oil garners much attention and it remains a totemic commodity. It also 
provides the marks off which natural gas contracts are priced. There are reasons to think 
that its bigger shift in the price of oil is complete. For one, Saudi Arabia, has been hesitant 
(so far) to help out on supplies, having been cold shouldered by President Biden upon his 
election. But the planners there also know that high oil prices creates further incentives 
to green the world’s energy sources and therefore shorten the economic life of its own 
reserves. The US, for its part, is making rapprochements with other oil producing nations, 
proving as it does so how energy can drive politics and diplomacy. Furthermore, it is an 
uncomfortable truth that Russian oil is still finding markets in the world. Oil is, after all, a 
lightly differentiated product and fungible.

Then there is the tricky question of how key Central Banks incline into this. Their instinct 
is to talk tough on inflation but they also have a mind to how consumers might respond 
to higher interest rates: their effect on solvency, on jobs, on consumption. This will be 
a voyage into the unknown. There are signs that, here in the UK, consumer demand is 
beginning to level off. Any savings made whilst locked down have been burnt through and 
personal debt levels are high.    

We remain of the view that interest rates will be kept well below the rate of inflation as 
Central Bankers attempt to walk a tightrope of economic prudence – talking tough as the 
pressure rises on their elected masters but mindful of the effects on jobs and growth should 
they move too fast.  

Inflation and equities – the bad news

The bad news is that inflation takes its toll on the valuation of equities. Valuations fall 
as inflation rises. This is because equities are, in effect, real assets, so as the real (after 
inflation) returns fall, the price paid for these assets today, all other things being equal, will 
fall.

As consequential is the starting point of this process, the lengthy period of disinflation 
all but eliminated considerations of inflation from the valuations of stocks. That in itself 
boosted valuations and that process became self-sustaining through a process of momentum 
whereby the more highly valued companies’ share prices increased proportionately more, 
drawing further money into them, and so on.

Trackers such as ETFs are often tagged as the culprit for this but we would point out that 
momentum existed well before the advent of the tracker. The process is embedded in the 
human psychology of markets along with it the tendency to draw retail investors in.     

Inflation and equities – the good news

The good news in buried in the bad and that is that equities are real assets so they have the 
potential to offset much of the effects of inflation by adjusting for inflation. That potential 
is best realised by companies that have essential products in well organised industries that 
are substantially consolidated. 

In a previous article (accessible via this link) we posited that there are six factors that are 
helpful for companies to possess and that these factors were all present in the holdings 
within the Global Leaders portfolio. They are: 
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      i). Higher than average margins

      ii). More defensible economic moats

      iii). Supported by positive industry structure dynamics that favour established players

      iv). Operating in largely rational market-places

      v). Protected by well commercialised and enforceable intellectual property

      vi). High degree of value added in their operations

The quantified performance of Global Leader portfolio stocks during periods of moderate 
to high inflation (defined in the article as periods where inflation averaged in excess of 3%) 
pointed to their ability to be effective at protecting capital, in real terms, during periods of 
inflation.

The moderation in this view emanates from the observation that most of the best 
companies available on public markets had reached a point where they were, in effect, 
priced to perfection. 

The dent to globalisation and the issues of geopolitical risk

The interconnectedness of the world might also be a factor in the transmission of inflation, 
just as it was in the transmission of COVID-19. As we look back over the various policy 
faults in the pandemic there are broadly two view still extant in the UK. The first view 
argues that we should have been much quicker to shut down international travel and that is 
countered by others who suggest that global Britain (London most notably) is so connected 
that by the time it was known the virus was widely circulating, it was too late.

Furthermore, the confidence that certain territories or countries displayed in the first 
phase of COVID-19 (think Hong Kong, Australia, New Zealand) the less well prepared they 
were for later phases.

So, it could be argued that, just as COVID has taken the shine off travel for some, so war 
on Europe’s fringes has delivered another blow to globalisation.

But is that not too simplified a view?

Russia’s actions have already had many secondary consequences, some of them positive 
in the longer run. It has exposed the folly of Germany’s energy policy, it has re-energised 
NATO, it has created more purpose within Europe. It has refocused the world’s empathy 
for refugees. It will have given Xi Jinping more to think about in respect of his desire to 
achieve territorial consolidation of Taiwan. 

IN DEPTH
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Some of the longer lasting impacts are more difficult to discern, in particular what has 
been termed the “weaponisation of finance”. For by excluding part of the Russian financial 
system from SWIFT and freezing its overseas held foreign reserves, the Western allies have 
created new incentives for other autocratic regimes, and autocrats of the future, to explore 
new ways to secure financial redoubts, outside international systems or connecting with 
international systems on their own terms.

All these incentives and initiatives will be technology led and in the marshalling of 
new technologies, including FinTech, we see the potential of further sullying of High 
Technology industries. Whilst Twitter has turned out to be a central home for human 
discourse, it is riven with hostility, both authored and anonymous. Facebook, which looked 
benign for the first few years, has become a mansion of multitudinous echo-chambers. 
Crypto-currencies had a nice anti-establishment, punkish ring to them but do not deliver 
on secure surrounding infrastructure.        

The only firm conclusion that we have come to in the sullying of these innovations is that 
the most enduring growth area is in anti-cyber crime measures. Several companies in the 
portfolio are partly engaged in this aspect: for example Microsoft, Accenture, Rockwell, 
Keysight.

Valuations in the Global Leaders portfolio

The price to earnings premium of Global Leaders stocks to a representative universe of 
World stocks is 40% (23.8x vs 17.0x) which is within the normal range for the portfolio and 
should be considered in light of 50% higher margins (EBIT 21.9x vs 14.6x) and 80% higher 
Return on Equity (RoE) (24.9x vs 13.9x). Also relevant is that that RoE is ungeared with debt 
to equity of the portfolio running at just 20%. The next section looks at the cash flow profile 
of the portfolio.

This price to earnings rating is 10% above its previous base level in the past 10 years 
(20x-21x) and 20% below its peak valuation (30x earnings).

IN DEPTH
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We have no reason to believe that the earnings progression of portfolio companies will 
reverse in the long run. The main pendant question is to what extent global growth takes 
a knock in the short term. Our own “desk analysis” of price to worst places the portfolio 
valuation just 11% above what we would regard as outstanding value for the long term. Our 
view therefore is that the portfolio offers reasonable value at this time and is trading 11% 
above what we would regard as outstanding value.    

                                                                                                                                - James Spence

Cash flow characteristics of portfolio companies 

We caption a table that will interest only the forensically minded.

It is an aggregation of all 27 company’s cash flows for the past financial year. It is arrived at 
by dollarising all the individual cash flow statements and then summing them line by line.

Global Leaders Portfolio Aggregate 
Cash Flow Statement 

US$mn

 Cash from Operating Activities

  + Net Income 221,741

  + Depreciation & Amortization 92,461

  + Non-Cash Items -10,033

    + Stock-Based Compensation 10,950

    + Deferred Income Taxes -6,328

    + Other Non-Cash Adj -14,780

  + Chg in Non-Cash Work Cap 2,860

    + (Inc) Dec in Accts Receiv -23,489

    + (Inc) Dec in Inventories -20,891

    + Inc (Dec) in Accts Payable 10,144

    + Inc (Dec) in Other 36,972

  + Net Cash From Disc Ops 77

Cash from Operating Activities 306,979 

 

 

 

 

 

IN DEPTH
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Cash from Investing Activities  

  + Change in Fixed & Intang -122,232

    + Disp in Fixed & Intang 1,165

    + Disp of Fixed Prod Assets 1,043

    + Disp of Intangible Assets 2

    + Acq of Fixed & Intang -123,397

    + Acq of Fixed Prod Assets -117,177

    + Acq of Intangible Assets -5,278

  + Net Change in LT Investment -14,986

    + Dec in LT Investment 12,280

    + Inc in LT Investment -23,317

  + Net Cash From Acq & Div -41,621

    + Cash from Divestitures 4,240

    + Cash for Acq of Subs -54,432

    + Cash for JVs 8,572

  + Other Investing Activities 19,512

  + Net Cash From Disc Ops 3,925

Cash from Investing Activities -155,405
 

Cash from Financing Activities  

  + Dividends Paid -73,600

  + Cash From (Repayment) Debt 8,460

    + Cash From (Repay) ST Debt -377

    + Cash From LT Debt 52,355

    + Repayments of LT Debt -42,258

  + Cash (Repurchase) of Equity -69,785

    + Increase in Capital Stock 4,275

    + Decrease in Capital Stock -74,063

  + Other Financing Activities -8,107

  + Net Cash From Disc Ops 0

Cash from Financing Activities -143,026

  

  Effect of Foreign Exchange Rates 2,491

  

Net Changes in Cash 11,049

  

Cash Paid for Taxes 34,008

Cash Paid for Interest 4,924

IN DEPTH
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Reference Items  

Revenue  

EBITDA 351,897

Trailing 12M EBITDA Margin 791

Net Cash Paid for Acquisitions 44,495

Tax Benefit from Stock Options 11,546

Free Cash Flow 188,858

Free Cash Flow to Firm 190,206

Free Cash Flow to Equity 194,887

Free Cash Flow per Basic Share 324

Market cap 5,497,400

FCF 188,858

Capital Expenditure 117,177

Tangible & intangible assets 123,397

Cash from Operating Activities 306,979

 

Capex/OpCF 38.2%

Tangibles + intangibles 40.2%

 

Buybacks 69,785.2

Buybacks/OpCF 22.7%

 

Dividends 73,600

Dividends/OpCF 24.0%

FCF yield (FCF/Mcap) 3.4%

FCF margin (FCF/Sales) 18.9%

 

Cash conversion (OCF/NI) 2.6

OCF/EBITDA 0.9

 

 

CFROI 19.6%

IN DEPTH
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IN DEPTH
There are a few observations that can be made from the data array which we have summarised 
in bullets below:

- Cash flow visibility for the 27 portfolio companies is very good

- The cash conversion rate (measured by dividing Net Income into Operating Free 
Cash Flow) is excellent – measuring at 2.6x

-  The inherent cash flow margin (measured by dividing Free Cash Flow into Sales) is 
strong – measured at 18.9%

- The ratio of buy-backs, dividends and capital expenditure for the group reveals 
average levels of how capital derived from cash is deployed: 23%, 24% and 38% respectively. 
Summing these three numbers we get to 85% which means that 15% is unallocated, in effect a 
reserve.

- The ratio of buy backs and dividends to cash reveals the levels of capital returned to 
shareholders: 47%. This means that roughly half of cash is ploughed back to shareholders, 
reflecting of the relative maturity of companies held. The mix of the two is not stable, of 
course, buy backs are more favoured in the US but the dividend culture in Europe persists. 
For the US domiciled companies in the portfolio, 35% of cash is used on buy-backs and a 
more modest 19% is paid via dividends. The aggregate capital return is 54%, 7% higher than 
on average, reflecting the a more strident corporate finance led approach to business returns 
that prevails in the US. 

- Comparing this last set of metrics with the companion Cerno Pacific portfolio, 
we note that invested Pacific stocks return just 19% of capital to shareholders and of that 
19% only 0.6% is by way of share buy-backs. This reflects both the earlier stage and younger 
businesses held within Pacific and cultural differences - many of those businesses have 
a dominant founding shareholder in place, or family, and Asia companies tend to be, on 
average, conservative with cash reserves. 

Final observations

The value in aggregation is that it gives a picture of overall financial robustness and cash-flow 
characteristics. The disadvantage is that it blends in quite differential approaches to business 
and flattens the detail. If we regard the detail on just two of the consequential ratios: Capex to 
Operating Cash Flow and Buybacks as a percentage of Operating Cash Flow we can see just 
how wide the span of treatments of cash is.

11

5% 5% 8% 9%
13% 14% 14% 16% 17% 17% 18% 21% 22% 24% 27% 28% 31% 32% 32%

38% 39%
45%

50% 52%

76% 77% 79%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

Capex/Operating CF



Our view on this is that there is no right or wrong on these matters. It is important to 
understand that matters of cash deployment are devolved to the managements of the 
companies in question.

                                                                                                                       - James Spence

                  

IN DEPTH
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FUND FACTS

*Holding periods since inception of strategy

Holding History 
 
Company Name Description           Holding Peirod
Samsung Electronics Dominant in semiconductor memory chips and leader in smartphones  >8 years
Nestle  Diversified global food & beverage company    >8 years
Visa  Largest global electronic payments network    >8 years
Zimmer Biomet Leading orthopaedic care specialist     >8 years
Linde  Largest industrial gas provider in the world    >8 years
Renishaw  Engineering specialist focused on equipment for precision measurement  >7 years
PPG  Coatings company leading in the industrial/specialty business >7 years
Shimano  Dominant supplier of cycling componentry    >6 years
Givaudan  Leading player in the Flavours and Fragrance industry   >6 years
Novozymes  Produces enzymes which application in a wide variety of daily products  >6 years
Assa Abloy                       World’s leading manufacturer of security locks and automatic doors          >6 years
LVMH  The largest luxury goods conglomerate and most diversified   >5 years
EssilorLuxottica Vertically integrated producer of luxury, fashion and sports eyewear  >5 years
Heineken  Brewer with a strategic bias to premium beer, interests in low alcohol/craft >4 years  
Atlas Copco Dominant producer in air compression and vacuum techniques   >4 years 
TSMC  World’s largest pure-play semiconductor foundry    >3 years
ASML  Leading photolithography tools manufacturer for the semiconductor industry >2 years
Nidec                                Global top supplier of brushless DC motors for a diverse set of applications          >2 years
Microsoft                         Dominant player in computing operating system and business software platform   >2 years
Philips                              Healthcare technology company serving professional and consumer markets         >2 years
Accenture                        Independent technology consultant and outsourcing provider globally                   >2 years
Aptiv  Leader in smart vehicle architecture enabling autonomous driving              >1 year 
Techtronics                      Global leader in power tools and floor care          <1 year
Adobe                               Dominant digital creativity software and marketing CXM tool provider <1 year
Rockwell                          Largest pure play in industrial automation and control processes      <1 year
Thermo Fisher                 Diversified provider of scientific instrumentation, medical reagents and consumables     <1 year
Keysight                          Global leader in testing and validation of products utilising the electromagnetic spectrum     <1 year
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Sales by Geography 
Global Leader companies are, by definition, global in their sales. Their domiciles are not an 
investment consideration and most of the companies have outgrown their home market base 
many decades ago.

The perceived reliability of the earnings of constituent companies and the fact that they have 
commanding market shares in their industries means that they will trade at a premium to wide 
equity market aggregates. The question is how much? The portfolio has an aggregate Return on 
Equity of 25% versus 14% for the World Equity Index. 

We aim to rationalise margins, earnings consistency and economic value against the price paid. 
The fund’s approach to vaulation could be described as growth at a reasonable price (GARP).

Sales by Geography

• North America - 38%
• Asia - 29%
• Europe - 26%
• Latin America - 4%
• Rest of World - 3%

Performance 
 
Year Ended                         Mar 2022                 Mar 2021                  Mar 2020               Since Inception

Net Performance                     -0.5%                     +47.3%                       +2.3%                       +57.4%             

Fund Codes 
 
   ISIN:   SEDOL:    Bloomberg: 

A Acc                   GB00BF00QK62                     BF00QK6                      TMCGLAA LN

A Inc                   GB00BF00QJ57                     BF00QJ5                       TMCGLAI LN

*The fund was launched on 1st November 2017
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Disclaimer for TM Cerno Global Leaders: TM CERNO GLOBAL LEADERS (the “Fund”), which is a sub 
fund of TM Cerno Investment Funds, is organised under the laws of the United Kingdom and qualifying as 
an undertaking for collective investment in transferable securities (“UCITS”) under Directive 85/611/EEC (as 
amended) and is regulated by the Financial Conduct Authority. This document is issued by CERNO CAPITAL 
PARTNERS LLP and is for private circulation only. CERNO CAPITAL PARTNERS LLP is authorised and 
regulated by the Financial Conduct Authority in the United Kingdom. The information contained in this 
document is strictly confidential and does not constitute an offer to sell or the solicitation of any offer to buy 
any securities and or derivatives and may not be reproduced, distributed or published by any recipient for any 
purpose without the prior written consent of CERNO CAPITAL PARTNERS LLP. The value of investments 
and any income generated may go down as well as up and is not guaranteed. You may not get back the amount 
originally invested. Past performance is not necessarily a guide to future performance. Changes in exchange 
rates may have an adverse effect on the value, price or income of investments. There are also additional risks 
associated with investments in emerging or developing markets. The information and opinions contained in this 
document are for background purposes only, and do not purport to be full or complete. Nor does this document 
constitute investment advice. No representation, warranty, or undertaking, express or limited, is given as to the 
accuracy or completeness of the information or opinions contained in this document by CERNO CAPITAL 
PARTNERS LLP, its partners or employees and no liability is accepted by such persons for the accuracy or 
completeness of any such information or opinion. As such, no reliance may be placed for any purpose on the 
information and opinions contained in this document. The fund volatility level is shown in the Key Investor 
Information document.  Volatility is only one indicator of the risks and is not a guarantee of future performance.
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Key Fund Information 
 
Investment Objective                       To achieve long term growth in value 

Sector Exclusions                      Banks, Fossil Fuels, Commodities, Tobacco, Armaments

Authorised Corporate Director                     Thesis Unit Trust Management       

                      (Authorised and regulated by FCA)   

      Exchange Building    

      St John’s Street, Chichester, West Sussex PO9 1UP

Fund Custodian     The Northern Trust Company

Auditor      Pricewaterhouse Coopers LLP  

Fund Legal Structure                     UK OEIC (UCITS)

Inception Date - Fund                     November 2017   

Fund Saving Structures    SIPPs, ISAs & JISAs  

Key Fund Documents                     cernocapital.com/cerno-global-leaders

Ongoing Charges - Class A    Management Fee 0.65%                    

(incl. Management Fee)    Other Fees (incl. running costs) 0.19%  

                       OCF 0.84% 

Transaction Costs                                                                             Explicit Costs  0.04%                                                                                                                                            

                                                                                                         Implicit Costs  0.09%*                                                                                                           

Initial Charge     5% - waived as standard  

Contact      Tom Milnes    

      020 7036 4126    

      tom@cernocapital.com   

          *We have only started calculating this data from 1st July 2021, and as such this is an estimate based on the available data so far




