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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

Picking Low-Cost Funds That Pick Winners 
After rigorous analysis of ~7,500 mutual funds, we found a low-cost fund that successfully picks businesses with 
quality earnings and cheap valuations. BrandywineGlobal Dynamic U.S. Large Cap Value Fund (LMBGX) is this 
week’s Long Idea.  

Forward-Looking Research Reveals a Very Attractive Fund 

LMBGX earns our Very Attractive Predictive Fund Rating, after our analysis of its holdings reveals the fund has a 
higher allocation than its benchmark to highly profitable companies with low expectations for future profit growth 
baked into their stock prices. The fund’s benchmark is the iShares Core S&P U.S. Value ETF (IUSV). 

We leverage our Robo-Analyst technology1 to drive assessment of mutual fund portfolio quality by analyzing 
each fund’s individual stock holdings. This uniquely rigorous approach enables us to create forward-looking 
mutual fund ratings based on the strength and valuation of the underlying businesses of the stocks held in a 
fund.   

Per Figure 1, LMBGX allocates 55% of its assets to Attractive-or-better rated stocks compared to just 34% for 
IUSV. On the flip side, LMBGX allocates just 13% of its assets to Unattractive-or-worse rated stocks compared 
to 27% for IUSV.  

Figure 1: LMBGX Allocates Capital to Superior Holdings 
 

 
 

Sources: New Constructs, LLC and company filings 

BrandywineGlobal Dynamic U.S. Large Cap Value’s Strategy Considers Quality and Valuation 

It is not by chance that LMBGX allocates to better stocks than the benchmark. LMBGX’s investment strategy 
utilizes a quantitative approach to identify stocks that “have upside potential with relatively low downside risk to 
the Russell 1000 Value Index”. The fund ranks stocks by a multifactor score, which incorporates the following 
criteria: 

• earnings quality 

• profitability 

• investor sentiment 

• management’s utilization of capital 
• attractive price-to-earnings ratio 

• attractive price-to-book ratio 

Unfortunately for investors, the fund does not give specifics as to how it measures all of the criteria involved in its 
score. For example, the fund does not state how it measures management’s utilization of capital. We would 
suggest the fund evaluate a company’s return on invested capital (ROIC), since accurately assessing a 

 
1 Our Robo-Analyst technology provides superior fundamental data, as proven in The Journal of Financial Economics, and a novel source of 
alpha. 
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https://www.newconstructs.com/education-return-on-invested-capital/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
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https://www.newconstructs.com/alpha-from-earnings-distortion/
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company’s ROIC is an important part of any rigorous investment process, as there is a strong correlation 
between improving ROIC and increasing shareholder value. Though we don’t know exactly how LMBGX 
evaluates management’s utilization of capital, the fund’s ROIC is higher than its benchmark.  

The fund’s methodology doesn’t just look for good companies, but also considers valuation to identify good 
stocks. The fund’s managers rely on price-to-earnings (P/E) and price-to-book (P/B) ratios, which can mislead 
investors. We think the methodology could be improved by incorporating price-to-economic book value (PEBV), 
free cash flow (FCF) yield, and a reverse discounted cash flow (DCF) model to more accurately understand the 
expectations embedded within a stock’s current price. Despite using inferior metrics, the fund is successful in 
identifying stocks with expectations for future growth that are much lower than the benchmark. 

Quality Stocks Drive Very Attractive Risk/Reward Rating 

Figure 2 contains our detailed rating for LMBGX, which includes each of the criteria we use to rate all mutual 
funds under coverage. These criteria are the same for our Stock Rating Methodology, because the performance 
of a mutual fund’s holdings equals the performance of the mutual fund after fees.   

Figure 2: BrandywineGlobal Dynamic U.S. Large Cap Value Fund Breakdown 
 

 
 
 

Sources: New Constructs, LLC and company filings 

LMBGX’s holdings are superior to IUSV (click here for our report on IUSV) in four of the five criteria that make up 
our holdings/Portfolio Management analysis. Specifically: 

• LMBGX’s ROIC is 13% and greater than the 11% earned by IUSV holdings 

• LMBGX’s free cash flow (FCF) yield of 4% is higher than IUSV’s 3% 

• the price-to-economic book value (PEBV) ratio for LMBGX is 1.1, which is much less than the 2.6 for 
IUSV 

• our discounted cash flow analysis reveals an average market implied growth appreciation period (GAP) 
of just seven years for LMBGX’s holdings compared to 27 years for IUSV 

The stocks held by LMBGX generate higher-quality cash flows and have lower valuations than IUSV. Market 
expectations for stocks held by LMBGX imply profits will only grow by 10% (measured by PEBV ratio) while the 
expectations embedded in IUSV’s holdings imply profits will grow by 126%.  

A Closer Look at LMBGX’s Quality Holdings 

Out of the 104 of LMBGX’s holdings under coverage:  

• 100% have a positive ROIC 

• 80% have a positive free cash flow yield 

• 81% have a PEBV ratio of 1.3 or less 

• 81% have a GAP of 10 years or less 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/p-e-ratios-are-meaningless-especially-right-now/
https://www.newconstructs.com/how-price-to-book-misleads-investors/
https://www.newconstructs.com/education-economic-book-value/
https://www.newconstructs.com/education-free-cash-flow/
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/stock-rating-methodology/
https://www.newconstructs.com/wp-content/uploads/2022/01/IUSV-Predictive-ETF-Rating-2022-01-19.pdf
https://www.newconstructs.com/education-portfolio-management/
https://www.newconstructs.com/education-free-cash-flow/
https://www.newconstructs.com/education-economic-book-value/
https://www.newconstructs.com/education-valuestep4/
https://www.newconstructs.com/education-growth-appreciation-period/
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• only 13% receive a Risk/Reward rating below Neutral 

Given its ability to identify quality companies with low valuations, it’s no wonder that 11% of the mutual fund’s 
assets are allocated to stocks we’ve featured as Long Ideas. Figure 3 shows the 11 LMBGX holdings that are 
open Long Ideas.  

Figure 3: Open Long Ideas That LMBGX Holds 
 

Company Ticker % of Assets 

JPMorgan Chase & Company JPM 3% 

Allstate Corp (The) ALL 2% 

Oracle Corporation ORCL 2% 

Johnson & Johnson JNJ 1% 

Walmart Inc. WMT 1% 

Verizon Communications, Inc. VZ 1% 

Amgen Inc. AMGN 1% 

SYSCO Corporation SYY 1% 

The Walt Disney Company DIS 1% 

Universal Health Services, Inc. UHS <1% 

Discover Financial Services DFS <1% 

Total  11% 
 

Sources: New Constructs, LLC  

Quality Stock Selection at Below Average Cost 

LMBGX’s 0.91% total annual costs (TAC) are well below the 1.59% simple average and 1.22% weighted 
average of the 948 other All Cap Value mutual funds under coverage. Figure 4 shows our breakdown of 
LMBGX’s total annual costs, which is available for all of the 6,600+ funds and 900+ ETFs under coverage. 

Figure 4: LMBGX Total Annual Costs Breakdown  

 

 
 

Sources: New Constructs, LLC and company filings 

The Importance of Sector and Holdings Based Fund Analysis 

We offer clients in-depth reports for all the 7,500+ ETFs and mutual funds under coverage. Click below for a free 
copy of LMBGX’s standard mutual fund report. 

 

 
Free copy of our LMBGX report 
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   LONG IDEA 1/19/22 

 

Page 4 of 6 
 

Simply buying a mutual fund or ETF based on past performance does not necessarily lead to outperformance. 
Only through holdings-based analysis can one determine if a mutual fund is allocating to stocks with businesses 
with high earnings quality and low valuations, as LMBGX does. 

Most investors don’t realize they can already get the sophisticated fundamental research that enables investors 
to overcome inaccuracies, omissions, and biases in legacy fundamental datasets. Our Robo-Analyst 
technology analyzes the holdings of all mutual funds and ETFs under coverage to avoid “the danger within.” Our 
diligence on holdings allows us to cut through the noise and find mutual funds, like BrandywineGlobal Dynamic 
U.S. Large Cap Value Fund (LMBGX) , with a portfolio that suggests future performance will be strong. 

Build An Even Better Fund For Yourself 

As we showed in The Paradigm Shift to Self-Directed Portfolio Construction, new technologies enable investors 
to create their own fund without any fees while also enabling better, more sophisticated weighting 
methodologies. If we reallocate the fund’s holdings according to economic earnings, our customized fund 
allocates: 

• 74% of assets to Attractive-or-better rated stocks (compared to 55% for LMBGX) 

• <1% of assets to Unattractive-or-worse rated stocks (compared to 13% for LMBGX) 

See a detailed view of the quality of stock allocations in our customized fund versus LMBGX’s actual allocation 
here.  

This article originally published on January 19, 2022. 

Disclosure: David Trainer, Kyle Guske II, and Matt Shuler receive no compensation to write about any specific 
stock, style, or theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.  
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It’s Official: We Offer the Best Fundamental Data in the World 

Many firms claim their research is superior, but none of them can prove it with independent studies from highly-
respected institutions as we can. Three different papers from both the public and private sectors show: 

1. Legacy fundamental datasets suffer from significant inaccuracies, omissions and biases.  
2. Only our “novel database” enables investors to overcome these flaws and apply reliable fundamental 

data in their research. 
3. Our proprietary measures of Core Earnings and Earnings Distortion materially improve stock picking and 

forecasting of profits. 

Best Fundamental Data in the World 

Forthcoming in The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data & 
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection 
processes to provide superior fundamental data, earnings models, and research. More details. 

Key quotes from the paper: 

• “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from 
Compustat’s adjusted earnings measures. For example… 50% to 70% of the variation in Total 
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” – pp. 14, 1st para. 

• “A final source of differences [between New Constructs’ and S&P Global’s data] is due to data collection 
oversights…we identified cases where Compustat did not collect information relating to firms’ income 
that is useful in assessing core earnings.” – pp. 16, 2nd para. 

Superior Models 

A top accounting firm features the superiority of our ROIC, NOPAT and Invested Capital research to Capital IQ & 
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.  

Key quotes from the paper: 

• “…an accurate calculation of ROIC requires more diligence than often occurs in some of the common, 
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs 
does] can investors get an accurate calculation of ROIC.” – pp. 8, 5th para. 

• “The majority of the difference…comes from New Constructs’ machine learning approach, which 
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply 
in the footnotes across thousands of companies.” – pp. 4, 2nd para. 

Superior Stock Ratings 

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Indiana’s Kelley 
School of Business. Bloomberg features the paper here. 

Key quotes from the paper: 

• “the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that 
are statistically and economically significant.” – pp. 6, 3rd para. 

• “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to 
traditional sell-side analysts.” – pp. 20, 3rd para. 

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it 
affordable for all investors, not just Wall Street insiders. 

We believe every investor deserves to know the whole truth about the profitability and valuation of any company 
they consider for investment. More details on our cutting-edge technology and how we use it are here. 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/earnings-distortion-score-methodology/
http://jfe.rochester.edu/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/data/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/blog/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/getting-roic-right/
https://www.newconstructs.com/wp-content/uploads/2019/06/Getting-ROIC-Right.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514879
https://www.bloomberg.com/news/articles/2020-02-11/robot-analysts-outwit-humans-in-study-of-profit-from-stock-calls?sref=zw7RLDfe
https://www.youtube.com/watch?v=wRUr5w4zDVA
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.  
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first two days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.  
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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