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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	8.
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WENTWORTH WILLIAMSON FUND
June 2018 Performance Update

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

Index
Relative

Performance

Cumulative

Since inception 41.5% 43.6% -2.1%

Annualised

FY14 3.5% 4.6% -1.1%

FY15 16.5% 5.6% 10.9%

FY16 14.0% 0.8% 13.1%

FY17 11.5% 13.8% -2.3%

FY18 -7.7% 13.2% -20.9%

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.

Introduction

The	past	six	months	have	been	difficult	with	respect	to	performance.	You	always	learn	more	about	yourself	and	those	

around	you	when	the	pressure	is	on,	and	the	same	should	apply	when	you	assess	Fund	Managers	with	your	money	

over	the	long	term.		

Our	 portfolio	 is	 currently	 predominantly	 invested	 in	 small	 industrial	 companies	 that	 are	 out	 of	 favour	 with	 the	

investment	community.		Many	of	us	are	grey	or	bald	enough	to	accept	that	curve	balls	will	get	thrown	at	you	from	time	

to	time.	It	is	simply	part	of	life,	it’s	going	to	happen	and	you	must	make	best	efforts	to	deal	with	it	with	a	level	head.		

Negative	news	flow	often	 travels	 in	 two’s,	 three’s	and	 fours	and	gradually	eats	away	at	 confidence	 levels.	There	

is	 tendency	 for	 investors	 in	 unloved	 companies	 facing	 pressure	 to	 extrapolate	 a	 string	 of	 negative	 short-term	

announcements	into	perpetuity	assuming	no	change	in	the	future	(the	same	tendency	applies	in	reverse	on	market	

darlings).	Time	and	time	again	we	see	above	normal	volumes	with	companies	at	the	bottom	end	of	their	price	cycle	

as	existing	disappointed	investors	hope	to	put	the	bad	experience	behind	them	by	crystallising	losses,	and	this	is	

often	rationalised	as	a	good	idea	because	of	the	tax	shield.		Most	say	they	will	buy	back	again	in	the	new	fiscal	year	

but	seldom	do.	Many	professional	managers	do	it	too,	but	in	our	industry	the	dirty	secret	is	professional	managers	

also	try	minimising	capital	gains	in	their	annual	distribution	because	some	of	that	cash	could	find	its	way	back	into	

investors	pockets	and	shrink	their	funds	under	management.	We	have	not	and	will	never	sell	a	stock	on	that	basis.	

Thankfully	though,	the	practise	is	widespread	and	we	have	been	actively	picking	up	great	deals	at	discounted	prices	

with	the	rush	for	the	exit	on	some	of	our	investments.	For	us,	it’s	been	noticeably	more	prevalent	this	year	compared	

to	the	past	few	years.	This	tells	us	that	if	we	are	correct,	our	Fund	is	screaming	out	value.

Over	the	next	few	months	you	are	likely	to	see	trading	volumes	drop	significantly	in	many	of	our	key	positions	as	

most	of	 the	desperate	sellers	will	have	been	swapped	out	 for	a	 fresh	batch	of	new	 investors	or	existing	holders	

taking	advantage	of	a	good	deal.	Once	the	cycle	of	negative	news	flow	shifts	to	a	more	positive	stance,	it	attracts	new	

buyers	to	the	much-improved	company	narrative	and	it	takes	some	coercing	to	dislodge	existing	investors	now	quite	

happy	with	their	holding	because	they	are	making	money.	I	am	often	asked,	why	is	the	price	of	XYZ	Limited	so	high	

or	so	low?	Often	the	extremes	of	market	pricing	can’t	be	explained	by	a	balance	sheet	or	secret	sauce	knowledge,	it	

instead	has	more	to	do	with	human	behaviour	and	the	cycle	repeats	over	and	over	again.

Value vs Growth

Over	very	long	periods	of	time,	research	suggest	that	value	investing	outperforms	growth	strategies	by	a	substantial	

margin	(see	chart	below).	Since	1926	a	balanced	value	strategy	in	the	United	States	would	have	made	your	investment	50	
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times	more	valuable	than	following	a	balanced	growth	strategy.	Intuitively	this	makes	sense,	if	you	maintain	a	discipline	

of	buying	low,	you	should	be	rewarded	handsomely	over	the	long	term.	(Note	that	the	axis	is	a	logarithmic	scale).		

Source: http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html#Developed 

The	last	10	years	has	bucked	this	trend,	with	growth	outperforming	value	by	some	margin.	In	the	United	States	growth	

is	up	178%	while	 value	 is	up	73%.	Over	a	1-year	period	growth	 is	up	20.5%	while	 value	 is	up	6.1%	 (this	has	been	

replicated	in	Australia	as	well).	Will	this	continue?	History	repeats	itself	again	and	again	in	the	share	market,	like	many	

aspects	of	life,	to	say	‘this	time	is	different’	is	one	the	follies	of	human	behaviour.	Over	the	last	25	years	the	periods	

when	growth	outperformed	value	for	a	sustained	period	was	in	2006/2007,	1994-2000	and	1988-1991.	Note	that	each	

time	this	anomaly	occurred,	it	was	followed	by	a	market	crash	(the	GFC,	Dotcom	Crash	and	Recession	of	the	early	90s).	

The	pattern	repeats:	investors	become	complacent	with	debt	and	paying	high	multiples	but	get	caught	out	time	and	

time	again.	The	only	thing	unique	about	the	situation	we	are	in	now	is	the	length	of	growth	investing	outperformance,	

but	intuitively	we	think	the	correction	could	be	much	sharper	this	time	as	well.	

Based	on	the	long-term	data	on	value	beating	growth	you	would	think	that	most	Fund	Managers	would	follow	the	value	

methodology,	but	they	don’t!	As	a	value	manager	active	predominantly	in	the	mid	to	small	capitalisation	category	in	

Australia	and	New	Zealand,	we	know	of	only	a	handful	of	‘true	value’	competitors.		The	question	is,	why	is	the	value	

methodology	so	poorly	followed	by	market	professionals	when	research	over	the	long	term	clearly	demonstrates	it	is	

the	best	investment	philosophy	over	time?		

1.  The new investments in a value portfolio are almost always unloved.	Most	Fund	Managers	are	big	businesses	

with	professional	sales	teams.	It	is	much	easier	to	sell	a	new	popular	idea	that	most	agree	with.	In	contrast	Value	

Fund	managers	enter	investments	when	the	trade	is	unpopular	and	are	prepared	to	remain	holders	over	several	

years.	The	process	requires	patience,	military	discipline	and	a	leap	of	faith	that	at	some	point,	fundamentals	will	

be	reflected	in	the	stock	price.	

2.  Value managers must be prepared to stick to their guns for several years if necessary.	We	have	great	clients	

in	our	business	and	many	of	them	I	know	personally.	Recently,	one	of	our	clients	reminded	us	of	the	story	of	

William	Strong,	the	greatest	investor	you’ve	probably	never	heard	of.	Strong	launched	his	Fund	in	1994	during	the	

middle	of	the	greatest	American	bull	market	of	all	time.	Over	the	next	five	years	the	S&P	would	return	37%,	23%,	

33%,	28%	and	21%	and	Strong’s	returns	were	0%,	-1%,	-9%,	11%	and	-16%.	His	results	looked	like	an	absolute	

disaster.	Should	his	Fund	not	have	survived	or	if	he	had	not	stuck	with	the	value	investing	philosophy	through	a	

Value outperforms Growth
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dark	period,	it	would	have	robbed	the	World,	of	what	some	market	commentators	consider,	one	of	the	greatest	

investors	of	all	time.	In	2001,	his	Fund	surged	54%	while	the	market	fell	12%.	In	2002,	his	Fund	jumped	73%	while	

the	market	dropped	another	22%.	By	2012	his	Fund	had	achieved	a	1,647%	total	return	or	about	5x	the	S&P’s	

gain	over	the	same	period.	Recently,	Strong	opened	a	new	Fund	called	Eschaton,	which	in	Greek	means	day	of	

judgement,	he	is	expecting	another	correction	for	growth	stocks.	

3.  The Growth investment philosophy has substantially outperformed Value post the Global Financial Crisis, 

juiced up by a massive stimulus packages.	In	fact,	in	the	chart	below	of	the	S&P	500	Growth	vs	Value	ratio,	it	

clearly	illustrates	that	we	have	reached	levels	not	seen	since	the	dotcom	boom	in	1999.	The	trend	has	accelerated	

to	dangerous	levels	in	the	past	twelve	months.	Investors	have	been	prepared	to	pay	eye-popping	multiples	of	

revenue	for	 loss	making	entities	with	a	popular	growth	narrative.	 It	 is	almost	rude	to	mention	some	obvious	

names	 listed	 in	 the	 United	 States	 that	 have	 benefited	 from	 this	 trend	 because	 they	 are	 so	 widely	 held;	 and	

that	 in	 itself	should	 tell	 you	something.	We	can	see	 the	same	growth	 trend	prevalent	 in	our	market	 too.	 It’s	

human	nature	to	feel	comfortable	with	‘winners’	and	continue	to	hang	in	on	the	growth	story	despite	earnings	

multiples	becoming	increasingly	stretched	leading	to	growing	risks	of	massive	capital	losses	down	the	road.	As	

we	witnessed	back	in	2000/	2001,	when	the	market	corrects	on	growth	companies	trading	on	high	multiples,	it	

can	happen	quickly	and	at	an	unexpected	time.	Again,	it	looks	like	a	great	time	to	be	a	value	investor.

Source: Bloomberg

All	of	the	above	suggests	that	we	have	been	facing	some	headwinds	as	value	investors	in	recent	times	but	that	is	only	

part	of	the	story.	With	benefit	of	hindsight	our	timing,	on	one	or	two	meaningful	positions	has	been	less	than	stellar	

the	past	year.	Unfortunately,	sometimes	when	you	get	the	timing	better	we	end	up	not	buying	enough	of	the	company	

anyway.	Our	past	Investments	in	Grays	and	Worley	Parsons	on	which	we	made	substantial	profits	demonstrated	this.	

Yes,	we	made	terrific	returns	quickly,	but	the	capital	allocated	was	not	as	much	as	we	would	have	liked.	For	the	most	

part	our	style,	which	is	awkward	and	difficult	for	most	to	replicate,	is	to	average	down	when	the	market	offers	us	a	

stake	in	the	company	at	a	price	much	lower	than	our	intrinsic	value.	In	other	words,	after	doing	this	for	over	ten	years,	

often	our	best	returns	on	an	absolute	contribution	basis,	are	from	those	company	share	prices	that	went	down	a	lot	

after	we	first	started	buying	them	and	then	subsequently	went	up	meaningfully	thereafter.	It’s	not	always	a	smooth	

ride	and	we	are	often	puzzled	by	sharp	share	price	moves	in	both	directions,	however,	a	share	price	has	not	and	will	

not	dictate	our	assessment	of	the	value	of	the	business.	

S&P 500 Growth/Value index ratio
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As	you	are	aware	the	culture	of	Wentworth	Williamson	is	steeped	in	the	value	investment	philosophy	so	at	any	point	in	time	

most	of	our	front-line	investments	should	display	low	price-to-earnings,	low-price	to-assets	and	/	or	posted	a	meaningful	

share	price	decline.	Investments	not	displaying	these	characteristics	would	be	on	a	path	to	exiting	our	portfolio.

Investments

Investment Description
12-month 

share price 
return

Global	Construction	
Services	(GCS)
10.3%	of	fund

If	we	 take	out	net	cash	 from	equity	GCS	 is	 trading	on	a	~6x	Free	Cash	Flow	
multiple.	A	formwork	concrete	contractor	with	a	fast-growing	facades	business	
which	 is	 a	 beneficiary	 of	 the	 combustible	 cladding	 issue	 in	 Australia.	 The	
recently	announced	SRG	Global/GCS	merger	(which	still	requires	shareholder	
approval	 from	 SRG	 shareholders)	 creates	 a	 more	 diversified	 business	 with	
infrastructure	exposure.

23.23%

ERM	Power
8.0%	of	fund

Asset	backed	by	gas	powered	generators	whose	replacement	value	of	~$550m,	
on	 our	 estimates,	 is	 more	 than	 the	 market	 capitalisation	 of	 the	 company	
of	 ~$370m.	 The	 value	 of	 the	 asset	 rich	 balance	 sheet	 should	 become	 more	
apparent	as	the	ratio	of	renewables	increase	in	the	energy	grid.	Approximately	
75%	of	the	Group’s	current	cash	flow	is	generated	by	their	best	in	class	energy	
retail	business	in	Australia	selling	to	large	companies.	Additionally,	it	owns	a	sub	
scale	Energy	Advisory	and	US	retail	business.	On	the	current	growth	trajectory	
both	businesses	could	be	profitable	in	FY20	or	FY21,	as	sales	are	growing	quickly.	
If	we	strip	out	the	two	growth	businesses	where	the	company	is	investing	for	the	
future,	ERM	would	be	trading	on	a	~7.5x	normalised	FCF	multiple.

29.55%

TPI	Enterprises
7.9%	of	fund

Lowest	 cost	 producer	 TPI	 Enterprises,	 will	 have	 ~6%	 market	 share	 of	 the	
entire	worlds	Narcotic	Raw	Material	Production	by	 the	end	of	 this	 year.	The	
barriers	to	entry	for	new	suppliers	is	enormous	and	includes	approval	from	the	
UN.	The	industry	is	in	a	state	of	flux	as	TPI	has	added	capacity	at	lower	cost.	
With	 increased	 scale	 TPI	 is	 moving	 into	 profitability	 at	 the	 same	 time	 some	
other	 competitors	 may	 be	 heading	 towards	 bankruptcy	 (there	 are	 only	 eight	
producers	in	the	World).	The	recent	appointment	of	an	experienced	hands	on	
Chairman	in	the	form	of	Simon	Moore,	was	a	sensible	move.

-32.68%

Austal
7.4%	of	fund

The	world’s	leading	commercial	aluminium	shipbuilder	with	large,	long	term	
US	 Navy	 contracts	 building	 LCS	 ships	 is	 on	 the	 cusp	 of	 potentially	 winning	
some	further	major	defence	contracts.	

4.03%

BSA
7.0%	of	fund

An	outstanding	MD	and	CEO	in	the	form	of	Nicholas	Yates.	He	has	increased	the	
annuity	revenues	of	the	business	substantially,	positioned	the	company	as	one	
of	the	three	NBN	maintenance	contractors	in	the	country	and	built	the	number	
two	market	share	position	in	the	country	in	fire	maintenance	and	installation	
services	from	scratch.	The	bad	part	is	the	HVAC	division	which	is	currently	been	
scaled	down	and	may	be	sold	off.	We	believe	the	company	is	trading	on	a	FY19	
price	to	Free	Cash	Flow	of	around	10x.

-8.97%

CSG	(see	below	for	
commentary)
6.8	%	of	fund

You	will	be	hard	pressed	to	find	a	more	unloved	company.	Last	month,	the	largest	
shareholder	finally	stepped	in.	Earnings	have	been	absolutely	flattened	to	form	a	
low	base	for	the	future,	disclosure	improved,	and	very	necessary	expertise	added	
to	the	board	 in	the	form	of	Mark	Bayliss	as	Executive	Director	and	Chairman.	
We	dealt	with	Mark	with	our	Grays	investment	and	we	look	forward	to	working	
with	him	again.	The	business	is	trading	on	0.4x	sales	and	on	our	calculations	a	
normalised	earnings	multiple	of	~6x.	The	strategic	review	(or	sales	process)	for	
some	of	the	business	continues.		We	believe	the	upside	is	substantial.		

-69.13%
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Woodside	Petroleum
5.8%	of	fund

Woodside	has	a	strong	balance	sheet	with	very	attractive	oil	assets.	Despite	
the	 recent	 price	 increases	 in	 oil	 we	 remain	 bullish	 because	 exploration	 and	
expenditure	in	new	oil	projects	has	plummeted	and	we	think	demand	will	soon	
outstrip	supply.	A	rapid	uptake	of	electric	vehicles	is	still	some	years	away	and	
will	have	a	negligible	effect	on	oil	demand	over	the	medium	term.	

25.54%

Australian	Vintage
5.7%	of	fund

An	 impressive	 management	 team	 continued	 to	 invest	 in	 sales	 &	 marketing	
even	when	the	business	was	going	through	a	terrible	time.	Today	the	company	
is	favourably	positioned	with	well-known	brands	to	take	advantage	of	a	global	
wine	market	that	has	had	some	of	the	worst	vintages	in	decades	due	to	adverse	
weather	conditions	in	Europe	and	South	Africa.	With	the	reduction	of	the	WET	
rebate	(a	terrible	government	policy	that	subsidised	loss-making	hobby	wine	
producers)	we	should	see	significant	improvements	in	wine	pricing	in	Australia.	
We	believe	the	company	is	trading	on	a	normalised	Free	Cash	Flow	multiple	of	
around	8x.

31.25%

LOOKING FORWARD

In	 September	 this	 year	 we	 will	 be	 looking	 to	 host	 a	 drinks	 evening	 and	 have	 Mark	 Bayliss,	 the	 newly	 appointed	

Executive	Chairman	of	CSG	Limited,	present	to	you	on	what	has	been	happening	and	the	future	of	CSG	Limited.	We	

will	send	out	invitations	in	the	near	future.	

We	are	humbled	and	appreciate	your	patience	and	confidence	in	us.	Our	friends,	family	and	colleagues	are	in	the	

Fund	with	us	together.	When	this	portfolio	turns,	it	will	be	independent	of	what	the	broader	markets	are	doing	and	

we	believe,	that	over	time,	the	upside	will	be	significant.	

Yours	faithfully,

James	Williamson

Martin	Marais

Ryan	McCourt

INVESTMENT COMMITTEE

Geoff	Levy

Joey	Fridman

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

The Fund’s Portfolio (unaudited)
As	at	30	June	2018

Company Name % of Fund

Global	Construction	Services	Limited 10.4%

ERM	Power 8.0%

TPI	Enterprises 7.9%

Austal	Limited 7.4%

BSA	Limited 7.0%

CSG	Limited 6.8%

Woodside	Petroleum 5.8%

Australian	Vintage 5.7%

Servcorp	Limited 4.4%

Wellcom	Group	Limited 4.3%

Other	Investments 19.7%

Total Equity Exposure 87.4%

Cash 12.6%

Total 100%


