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The Wentworth Williamson Equity Fund increased by 13.7% for the June quarter, and the short 

and long-term outlook for our assets in our view is positive. As we have mentioned in previous 

communications, our portfolio has minimal correlation to the index and consequently our 

performance will normally differ widely from the broader market. As of writing this report, 

our Fund is tracking positively so far in July off strong updates from two of our key 

investments which has resulted in large share price appreciation. SRG Limited (ASX: SRG), 

released a promising outlook statement to the market on the 2nd of July and Fleetwood 

Corporation (ASX: FWD) released strong results on the 7th of July. These two stocks represent 

approximately 20% of the Fund. 

Although our Fund was positioned to withstand an economic crisis rather than a health crisis, 

we are delighted that our investments and management teams have navigated through 

COVID-19 effectively so far. Leading up to June we engaged intensively with all our 

investments and received promising updates from all of them. Whilst we acknowledge that 

we are in the beginning stages of a severe economic downturn, we believe our sector exposure 

positions us well to perform, provided our management teams continue to execute according 

to their respective plans, even if there is a pro-longed economic recession.  

Fund Exposure Per Sector – 30 June 2020 

 

Source: Wentworth Williamson Internal Research 
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The graph above discloses the Fund exposures by sector. We continue to avoid most consumer 

discretionary sectors (excluding gambling), travel and the banking sector. Gold and cash still 

represent 20% of the Fund, followed by pharmaceutical (15%) and various asset plant & 

infrastructure maintenance and mining services. The gambling sector is a recent addition to 

our portfolio, and we will outline this investment thesis later in this report. As expected, our 

key company exposures have not, and will not, require additional equity capital as most of 

our investments have little or no net debt on their balance sheets.  

Investments Made During the June Quarter  

 

From the beginning of March 2020, when we sensed a bottoming in the market, we deployed 

over 60% of the Fund cash holdings into various investments that we believe are trading 

below their intrinsic value.  

 

During the short and sharp drawdown of February and March we noticed that prices of the 

gold miners were in steep decline despite a strengthening gold price and weak $AUD as 

some investors were clearly looking for liquidity. We took the opportunity to supplement 

our Newcrest (ASX:NCM) and Regis (ASX:RRL) exposure with holdings in gold miners 

Saracen (ASX:SAR), Evolution (ASX:EVN) and Red 5 (ASX:RED). At a time of unprecedented 

government and central bank stimulus, it appears sensible to hold a significant amount of 

our capital in gold. Note that this level of exposure in gold is not because we wish to 

maintain this defensive posture for a long period of time, but rather we intend to remain 

liquid as we believe we will see many excellent opportuities to deploy our cash over the 

coming months. We are treating our gold exposure as a portfolio within a portfolio.  

 

We increased our holding in SRG Limited (ASX:SRG) by over 40%, representing 

approximately 8% of the Fund, and disclosed a substantial holding to the ASX on the 19th of 

June, 2020. As previously mentioned, on the 2nd of July 2020 the company  announced a very 

pleasing update and bought forward the H1 dividend payment that was previously 

suspended. This diversified, under the radar, industrial company is generating strong cash 

flow, paying fully franked dividends and looks set to grow earnings by an estimated 50% 

this financial year. The company is entrenched in the growing sectors of resource & asset 

maintenance and construction. In particular, their civil construction exposure to water and 

transport is ideally positioned to benefit from government expenditure over the next few 

years. Even after a ~40% increase in the share price due to the announcement earlier this 

month, the company is still only trading on an FY21 EV/EBITDA earnings multiple of 4x, 

exceptionally cheap in our opinion.  
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The management team and board are competent, dedicated and experienced with a clear 

strategic plan for the future. We believe there is substantial upside for this company; on 

normalised earnings and with the stock priced on a more sensible, but still prudent, market 

linked EV/EBITDA multiple of 6x, we value SRG shares at ~70cps, representing 169% upside 

from current share price levels of 26cps. 

 

Another company we have increased our holding in is Fleetwood Corporation Limited 

(ASX:FWD). Fleetwood was once a market darling on the stock exchange but has been 

largely forgotten about in recent years. Today the company is the market leader in Australia 

in modular accomodation where demand remains strong from government infrastructure 

spending. The workers’ accomodation village in Karratha, WA has navigated relatively 

smoothly through the health crisis so far and remains a key strategic asset for FWD going 

forward. The smaller, less pivotal Recreational Vehicle (RV) division is break-even today but 

the outlook looks promising with domestic travel plans likely to remain the focus for 

Australian holiday makers over the medium term. This hidden gem trading on an 

EV/EBITDA multiple under 4x with a Net Tangible Asset (NTA) backing similar to the 

current share price represents exceptional value in our opinion.  We believe the company is 

ideally placed to benefit from the technical advancements in Modular Buildings that has 

already occurred in overseas markets. Today, Modular Buildings are not only a cost effective 

alternative, but they are more architecturally appealing than one would expect! Not 

surprisingly the sector is capturing a greater share of the construction building industry 

overseas and this trend is now starting to take off in Australia, too. Over the next 4 years we 

would be disappointed if earnings for FWD did not double from the FY21 depressed 

earnings base. Our target price of $3.50 represents over 100% upside on a modest 6x EBITDA 

exit earnings multiple. 

 

A recent addition to our portfolio is SkyCity Entertainment Group (ASX:SKC). We began 

building a position in this company on share price weakness following their capital raising 

mid-way through last month. The business was caught by COVID-19 mid-way through a 

capital expansion programme for two major projects in Adelaide and Auckland.  As a result, 

the company was forced to approach the equity markets for further funding, which reduced 

debt significantly. We believe this handed us a unique opportunity to aquire great 

‘monopoly like’ long dated casino and hotel assets at a multi-decade discounted price. It is 

important to note that the casinos and hotels are located in the COVID-19 friendly 

jurisdictions of Auckland & Hamilton in New Zealand and Adelaide in South Australia. 

Over the next three years we expect cash profits to return back to normal levels. Should this 

prove correct, we can easily see +50% from this solid platform with its iconic assets. 
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In addition, we like the non-cyclical exposure of gambling assets as we look ahead to several 

years of more difficult economic times. 

 

Looking Forward  

 

We have no unique observation to offer as to why the market went from bear to bull in such 

a rapid time. However, these observations add very little to where the market is going in the 

medium to long-term. What we can say with conviction is that trying to accurately forecast 

short-term movements at this juncture in time is impossible. Whilst like everyone else we 

have views on politics, the weather, sport and the economy, when it comes to allocating 

capital we do not do so with a vision of predicting the probability of a short-term outcome.  

 

We believe our strategy of focusing on companies trading at sensible cash profit multiples, in 

resilient sectors and with strong balance sheets remain the right course of action and we are 

seeing encouraging signs of this bearing fruit. Whilst our investments have been impacted to 

varying degrees, overall we are heartened with how well the management teams in our 

investee companies have navigated our companies through the crisis. As we look ahead, we 

do not focus on the short-term and continue to remain patient and stick to our strategy of 

investing for the medium to long-term in quality businesses at great prices as opportunities 

present themsleves.  

 

We continually strive to make superior quality investment decisions from a point of view 

where we have confidence in understanding the quality and predicatibility of future cash 

flow generation of a business.  

 

We thank you for your trust in us and look forward to updating you on our progress in the 

months ahead. 

Your sincerely, 

 

 

 

James Williamson  
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