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27 June 2016 
 
To our partners in the Milkwood Fund 
 
If you don’t buy now, when will you buy? 
 
Investors have often heard the words of Warren Buffett “be fearful when others 
are greedy, and greedy when others are fearful”.  Yet, when such occasions 
present themselves, this tried and tested advice ends up being disregarded.  
Why? 
 
The answer is that investing is “simple, but not easy”.  If it were easy, everyone 
would be successful at doing it.  Of course, only a very few can be sustainably 
successful.  We like the Charlie Munger saying “It’s not supposed to be easy.  
Anyone who finds it easy is stupid”.   
 
Common phrases heard at times like these are “the market hates uncertainty” 
or “things have changed forever” and so forth.  All magnify the perceived risk 
and uncertainty of the situation.  Risk starts being measured again in terms of 
volatility of share prices, not company fundamentals or the risk of permanent 
capital loss as it should be.   
 
Also, we don’t believe that investing on the basis of the next world catastrophe 
has ever generated permanent wealth.  Think of the funds that accurately 
predicted the banking crisis in 2008.  Most, if not all, have had terrible returns 
subsequently.  Living in fear of the next crisis means lost opportunities, and 
being poorer for it. 
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So what is required? Contrarian thinking. 
 
Howard Marks summarised it well when he said: 
  

"It's true that the investing herd is often wrong. In particular, it behaves more 
aggressively the more prices rise, and more cautiously the more they fall — the 
opposite of what should happen. Contrarianism is most effective at the extremes, 
and then only for those who understand what the herd is doing and why it's 
wrong. And they still have to summon the nerve to do the opposite." 

 
For long-term investors, times like these create the opportunities to invest in 
companies at even more attractive prices by taking a contrarian approach.  
There are two parts to this.  Firstly, there are companies that we think have 
attractive fundamentals, but because of high valuations we have not bought 
them.  Secondly, we already own companies which are now more attractively 
priced.  We can deploy capital at more attractive prices than just a week ago.   
 
If the world was always perfect and smooth, the opportunity for outsized 
returns would be zero.  Therefore, embrace unpredictable events such as Brexit 
and view it as an opportunity. Below is an example of an attractive company we 
have been waiting to buy. 
 
Greencore – A Great British Sandwich 
 
17 million British folks might not know how to vote correctly in a referendum 
on their future, but we are certain most of the UK population loves a good 
sandwich.  Greencore makes sandwiches.  Lots of them.  In 2015 it produced 
529m sandwiches in the UK (that’s 8 sandwiches per year for every man, 
woman, child and Brexit supporter). It also produces other basic food products.  
215m cooking sauces, pickles and condiments.  Both of these segments continue 
to grow in the UK as eating “on the go” becomes increasingly popular.   
 
The more attractive part of this business (in growth terms) is the US, where 
Greencore is just getting momentum.  It sells 175m sandwiches there, but is 
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seeing growth of over 12% annually.  There is a good chance that when you buy 
a sandwich at a coffee shop, it’s a Greencore product.  
 
We haven’t owned Greencore before because it has been too expensive, on 20x 
earnings.  However, Mr Market’s recent mood swing has resulted in a 26% fall 
in its value (in US$ terms), we think it makes sense to buy it now. 
 
This doesn’t mean we are oblivious to the risks.  Some of these are that there 
will be less money in people’s pockets.  The retailers may exert more pressure 
on margins.  The 10,000 workers employed by Greencore may end up being 
paid more.  The cost of sandwich fillings may rise.  UK companies are about to 
start issuing profits warnings en masse as they use the Brexit “excuse” to lower 
expectations. All these things can be hiccups along the way.   
 
But the question remains, if you aren’t going to buy now, when will you buy?  
When the outlook is rosy again and the price is back at 20x earnings?   
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What about our existing portfolio? 
 
As of Friday evening - following sharp falls in much of the market and some of 
our largest holdings - our portfolio had outperformed the MSCI World index 
by over 800bps YTD and over 1400bps since the fund’s inception.  Our 
exposure to the UK was somewhat mitigated by some selling prior to the 
referendum and currency hedges put in place (Andre dragged me kicking and 
screaming into putting this on, so any credit should go to him, not me). 
 
We are bound to see further volatility in markets. Our exposure to banking 
shares will have a negative impact on the portfolio, as will the exchange rate 
volatility given that we are a US$ based fund.  Nevertheless, we are well 
positioned to take advantage of this.  Over the long term, the current market 
gyrations will be viewed as an opportunity to invest, not exit.    
 
Ask yourself, if you aren’t going to invest now, when exactly will you invest?  Or 
put slightly differently, if the best house in the street was for sale at 30% below 
yesterday’s value, would you be an interested buyer, or seller?  We sit firmly in 
the buy camp.  The outlook in the world is never clear.  Fortunately, it does not 
have to be in order to achieve investment success.   
 
We look forward to taking advantage of this market volatility which will 
enhance our long-term returns.  Should you wish to increase your investment 
in the Milkwood Fund, please contact Andre or myself. 
 
 
Cordially  
 
Rhys Summerton 
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Terms of Business 
 

Ø   Treat investors as partners 
 

Ø   Your returns are my returns 
 

Ø   Maintain a lean cost structure 
 

Ø   Highlight and honestly analyse mistakes 
 

Ø   Conduct ourselves with integrity and fairness in all our dealings 
 

Ø   Follow our ideas and convictions even at the expense of short term 
pain 

	  
	  
This letter is issued by Milkwood Capital Ltd, advisor to The Milkwood Fund (the “Fund”). The Fund is an unregulated collective 
investment scheme (“UCIS”) and the promotion of the Fund either within the UK or from the UK is severely restricted by statute. 
Consequently, access to this letter is only made available to professional clients and eligible counterparties as defined by the Financial 
Conduct Authority. Shares in the Fund should only be purchased by persons with professional experience of participating in 
unregulated schemes and any other person should not act upon the content of this website. This letter and the information contained 
herein does not constitute an offer or a solicitation, or a recommendation to purchase or sell any investment instruments, to effect any 
transactions, or to conclude any legal act of any kind whatsoever. The information contained in this letter is issued for information 
only and is not intended to constitute financial, legal, tax, investment or other professional advice and should not be relied upon as 
such. Applications to invest in the Fund can only be made based on the information contained within the Funds offering memorandum 
and prospective investors should consult with their own professional advisors and read the offering memorandum in its entirety prior 
to making a decision to invest. The investments described herein are not publicly distributed. The content of this letter is confidential 
and for the use of only those persons to whom it is lawfully transmitted. Information herein may not be reproduced nor passed to non-
qualifying persons or to a non-professional audience. If you are in any doubt about your status, please seek advice from your own 
professional advisers	  


