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Quarter ending 31 December 2019

A REMINDER – INVESTMENT APPROACH

The	prices	of	shares	tend	to	vary	far	more	than	the	value	of	the	underlying	businesses	in	the	short	term.	Some	of	the	

factors	that	contribute	to	this	are:

n		Economic	sentiment

n   General	market	sentiment	towards	equity	investments	as	a	category

n		Management	changes

n		Country-specific	issues	

n				Market’s	 view	 that	 the	 business	 model	 is	 broken	 (at	 least	 in	 the	 short	 term)	 or	 conversely	 overly	 optimistic	

expectations;	and	

n				Lack	of	sell-side	research	due	to	size	or	free	float	in	the	shares	of	the	company	or	conversely	the	‘follow	the	pack’	

mentality	often	driven	by	mainstream,	widely	read	analysis	and	research

We	aim	to	invest	in	companies	that	in	our	view	fall	below	their	underlying	value	(often	as	we	have	a	contrary	view	to	

the	market	for	the	reasons	mentioned)	and	sell	when	the	price	rises	above	our	assessment	of	fair	value.	

The	key	aspect	of	our	 investment	process	 is	determining	 the	underlying	or	 intrinsic	value	of	 the	businesses.	We	

therefore	 spend	 a	 great	 deal	 of	 time	 developing	 differentiated	 information	 that	 helps	 us	 determine	 the	 intrinsic	

value	of	a	target	company.	This	involves	rigorous	research	and	analysis	of	the	industry	and	competitors,	in	order	to	

construct	a	detailed	picture	of	the	dynamics	of	the	market	and	investment	being	reviewed.	

By	not	limiting	ourselves	to	any	market	capitalisation	size	or	sector	and	by	allocating	more	time	to	research	and	

investing	 (rather	 than	 trading)	 we	 believe	 this	 strategy	 gives	 us	 a	 structural	 competitive	 advantage	 to	 generate	

returns	in	excess	of	our	benchmark.

The	current	composition	of	the	portfolio	is	set	out	in	the	Appendix	on	page	6.
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WENTWORTH WILLIAMSON FUND
December Quarter 2019 Performance Update

Returns (%) WWF Fund
S&P/ASX 300 
Accumulation

Index
Financial Year

FY 14 3.52% 4.58%

FY 15 16.48% 5.61%

FY 16 14.00% 0.87%

FY 17 11.50% 13.82%

FY 18 -7.67% 13.24%

FY 19 -4.03% 11.42%

FY 20 YTD 12.48% 3.28%

Returns	are	net	of	all	fees,	include	income,	assume	reinvestment	of	distributions	and	exclude	any	spreads	that	might	be	payable	on	some	
transactions.	Inception	date	is	30	September	2013.

Reflecting on Calendar Year 2019

For	the	Calendar	Year	2019	our	Fund	reported	a	pleasing	20.3%	return,	with	most	of	the	performance	generated	in	

the	second	half	of	the	year.	During	that	period	we	exited	some	key	investments	crystalising	significant	returns,	most	

notably	Austal	and	ERM	Power.	In	addition,	in	late	October,	CSG	and	Fuji	Xerox	entered	into	a	Scheme	Implementation	

Deed	for	the	latter	to	acquire	100%	of	CSG.	Unless	a	counter	bid	for	CSG	is	received	in	the	very	near	term	we	will	

most	likely	receive	our	cash	for	that	investment	in	late	February.	

Although	we	are	reporting	a	respectible	recovery	 in	 terms	of	performance	from	our	difficult	2018	Calendar	year,	

it	should	be	noted	that	 this	was	not	as	a	result	of	a	broad	based	stock	recovery	 in	our	portfolio.	The	bulk	of	our	

investments	are	by	design,	not	included	in	any	of	the	major	indices	and	therefore	our	stocks	are	not	all	automatically	

buoyed	 by	 the	 unprecedented	 inflows	 into	 Index	 Funds	 and	 other	 momentum	 strategies.	 Whilst	 most	 of	 our	

performance	this	year	came	from	the	three	exits	mentioned	above,	the	balance	of	our	portfolio	has	significant	upside	

potential	with	valuations	significantly	below	our	assessment	of	fair	value.	

Capital Investments

We	 have	 continued	 to	 invest	 opportunistically	 during	 periods	 of	 share	 price	 weakness.	 In	 particular,	 during	 the	

December	quarter	we	played	a	major	role	in	the	capital	raising	for	both	Palla	Pharma	and	Alexium	International,	

increasing	 our	 stakes	 in	 both	 companies	 at	 what	 we	 consider	 very	 attractive	 share	 prices.	 These	 disruptive	 and	

potentially	market	leading	companies	enter	the	new	year	with	strong	growth	prospects	and	above	all,	very	healthy	

balance	sheets.		

It	has	taken	Palla Pharma (PAL)	over	15	years	incurring	over	$100m	losses	along	the	way	to	position	the	company	

as	the	lowest	cost,	vertically	integrated	manufacturer	of	Narcotic	Raw	Material	(NRM)	based	pain	relief	medication.	

During	 2020	 we	 expect	 the	 company	 to	 report	 solid	 EBITDA	 notwithstanding	 continued	 investment	 in	 capacity	

upgrades	 and	 downstream	 margin	 enhancing	 products.	 The	 company	 is	 well	 placed	 to	 capture	 in-organic	 and	

organic	market	share	in	an	industry	that	appears	to	be	in	a	state	of	dissaray.	We	are	of	the	opinion	that	Palla	Pharma	

could	end	up	being	the	market	consolidator.	In	a	world	with	a	number	of	uncertainties	we	feel	comforted	by	the	non	

cyclical	patient	demand	for	long	lasting	pain	relief.	In	the	quarter,	we	were	delighted	to	note	that	an	Ethical	Fund	

emerged	as	a	substantial	shareholder	onto	the	PAL	register.	Pain	killer	drugs,	prescribed	and	administered	properly,	
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will	continue	to	play	a	crucial	role	in	patient	care.	In	this	context	we	believe	PAL	could	develop	over	time	into	the	

worlds	leading	manufacturer	of	long	lasting	opiod	pain	relief	drugs	along	with	manufacturing	anti-addiction	drugs	

for	the	US	market.

Alexium International Limited (AJX)	 is	 an	 oddity	 on	 the	 ASX.	 This	 under	 the	 radar	 and	 largely	 misunderstood	

company	is	listed	in	Australia	with	operations	based	in	Greer,	South	Carolina.	The	working	core	of	the	company,	a	

research	hub	of	approximately	25	people	comprised	mostly	of	chemists,	have	developed	potentially	world	leading	

technology	 in	 Phase	 Change	 and	 Fire	 Retardant	 chemicals.	 Although	 it	 is	 very	 early	 days,	 we	 can	 already	 see	

commercial	success	with	their	Phase	Change	Material	(PCM)	chemical	products	capturing	a	meaningful	share	of	

the	US	bedding	‘cooling’	market	selling	to	some	of	the	largest	mattress	and	bedding	retailers	in	the	country.	Whilst	

revenue	from	PCM	is	expected	to	bring	the	company	into	profitability	over	the	short	term,	we	believe	the	majority	

of	 the	 Group’s	 value	 resides	 in	 the	 Fire	 Retardant	 division.	 AJX	 was	 the	 only	 company	 to	 pass	 the	 ‘gatekeeper’	

tests	relating	to	weight,	durability	and	fire	retardancy	application	to	U.S.	military	uniforms.	The	Group	is	currently	

conducting	production	tests	in	preperation	for	a	wear	trial	by	former	US	soliders	later	this	Calendar	year.	Additionally,	

the	company	is	currently	 in	discussions	with	a	leading	global	chemical	company	to	licence	out	some	of	their	fire	

retardant	technology	into	the	commercial	market,	the	need	reinforced	for	fire	fighting	considering	the	bush	fire	crisis	

we	have	just	experienced	in	our	own	country.	

The	outlook	for	both	Palla	Pharma	and	Alexium	over	the	next	few	years	is	truly	exciting	and	we	expect	the	upside	on	

both	companies	to	be	very	substantial.	

In	our	September	Quarterly	Report	we	communicated	that	a	number	of	small	fund	managers	have	closed	down	and	

that	we	hope	to	fill	a	void	providing	buying	opportunities	arising	from	a	lack	of	capital	or	interest	in	smaller	listed	

companies	not	represented	in	the	major	indices.	In	this	context	we	are	pleased	to	disclose	a	new	core	holding	in	

Fleetwood	Corporation	Limited	 (FWD),	 another	 topical	 thematic	 considering	 its	 leading	exposure	 to	 the	Modular	

Building	category.	We	will	discuss	this	and	other	new	investments	in	more	detail	in	later	communications.	
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LOOKING FORWARD

Long	 term	historical	data	 tells	us	 that	a	 fundamental	value-based	and	contrarian	 investment	style	will	generate	

market	beating	returns	over	the	long	term.	However,	we	have	always	been	aware	that	there	could	be	periods	in	the	

cycle	that	could	challenge	that	assumption	for	a	time.	But	this	is	the	essence	of	contrarian	investing,	its	completely	

logical	to	understand	but	difficult	to	implement	in	practice.	It	goes	against	consensus	prevailing	views	at	the	time	

and	its	often	a	lonely	place,	especially	when	markets	keep	trending	as	they	have	over	the	last	10	years.	According	to	

published	data	we	are	currently	in	the	longest	positive	trend	for	investing	in	growth	and	momentum	stocks	in	history.	

Ironically,	this	is	most	probably	a	result	of	interest	rates	screaming	down	to	protect	a	weak	economic	back	drop!	

However,	too	much	debt	and	liquidity	behind	asset	prices	has	never	ended	well	historically.	

We	 remain	 focused	 on	 company	 fundamentals	 such	 as	 quality	 of	 key	 management	 teams,	 cash	 flow	 and	 low	

valuations	 and	 trust	 over	 time	 that	 this	 proves	 far	 more	 rewarding	 than	 following	 the	 momentum	 of	 the	 crowd.	

Today	we	can	only	find	pockets	of	this	value	out	of	the	major	stock	indicies,	in	small	under	the	radar	companies.	It	

is	odd	that	this	sector	of	the	market	has	been	completely	neglected,	while	at	the	same	time	private	equity	funds	are	

flush	with	cash.	We	view	this	as	a	fantastic	opportunity.	With	the	exception	of	further	take-over	offers,	which	appear	

likely	to	us	on	some	of	our	stocks,	the	execution	of	each	of	our	companies	medium	term	business	plans	by	the	key	

management	teams	will	continue	to	be	crucial	to	our	performance	,	rather	than	the	state	of	the	economic	backdrop.	

We	have	deliberately	positioned	the	portfolio	to	have	limited	exposure	to	stocks	represented	in	the	major	indicies	and	

to	the	highly	indebted	Australian	consumer.

We	thank	you	for	your	trust	in	us.

Your	sincerely,

James	Williamson

Martin	Marais

Ashley	Feldman

INVESTMENT COMMITTEE

Geoff	Levy

James	Williamson

CONTACTS

Issued	by	Wentworth	Williamson	Management	Pty	Ltd	

AFS	Representative	No.	445865

ACN	164	774	814

Level	18,	167	Macquarie	Street,	Sydney	NSW	2000

Tel:	+61	2	8052	5806

Email:	james@wentworthwilliamson.com.au
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APPENDIX

Top Holdings
as	at	31	December	2019

Company Name Industry

Only	available	to	clients Chemicals

Only	available	to	clients Consumer	Staples

Only	available	to	clients Industrial	Services

Only	available	to	clients Software	&	Services

Only	available	to	clients Industrial	Services

Only	available	to	clients Pharmaceuticals

Only	available	to	clients Real	Estate	Services

Only	available	to	clients Industrial	Services

*Companies listed in alphabetical order.


