
 
	
 
 
 
 

Investor Letter 
          

26 October 2020 
 
To our partners in the Milkwood Fund, 
 
#VIM (Value Investing Matters) 
 
Our current performance wasn’t part of the plan to compound at 25% annually! 
 
So, let me explain myself, and why I am so optimistic about the future of our investments.   
 
Value vs. Growth 
 
Neatly, investors have two buckets to invest in when it comes to equities – value (broken 
handle, leaky) bucket, and growth (shiny, new) bucket.  You will be in no doubt that we are 
invested in the broken handle, leaky one.  Value has underperformed growth to an extreme, 
(see BofA Research graph below), brought about by Covid-19, and extrapolating the current 
trends far into the future.  But value hasn’t always underperformed.1 
 

 

																																																								
1 Let’s be clear – when we talk about value, we believe it is far more appropriate to define it as valuation-based 
investing, rather than value 



 
	
 
Value outperformed “momentum and growth” for the decade following the dot.com fallout in 
the 2000’s.  By 2011, coming out of the GFC (Great Financial Crisis), the great tech investor Marc 
Andreesen wrote the following in the WSJ: 
 

“More than 10 years after the peak of the 1990s dot-com bubble, a dozen or so new 
Internet companies like Facebook and Twitter are sparking controversy in Silicon 
Valley, due to their rapidly growing private market valuations, and even the occasional 
successful IPO. With scars from the heyday of Webvan and Pets.com still fresh in the 
investor psyche, people are asking, "Isn't this just a dangerous new bubble?" 
I, along with others, have been arguing the other side of the case. We believe that many 
of the prominent new Internet companies are building real, high-growth, high-margin, 
highly defensible businesses. 
 
Today's stock market actually hates technology, as shown by all-time low 
price/earnings ratios for major public technology companies. Apple, for example, has 
a P/E ratio of around 15.2—about the same as the broader stock market, despite 
Apple's immense profitability and dominant market position.” 

 
And, perhaps most telling, you can't have a bubble when people are constantly 
screaming "Bubble!" 

 
But too much of the debate is still around financial valuation, as opposed to the 
underlying intrinsic value of the best of Silicon Valley's new companies. My own theory 
is that we are in the middle of a dramatic and broad technological and economic shift 
in which software companies are poised to take over large swathes of the economy.” 

 
Fast forward to 2020 and much of what Marc Andreesen wished for, happened.   
 
Importantly, though, the debate around financial valuations was perhaps the most prescient of 
all his prophecies.  The market hasn’t simply stopped screaming “bubble” to tech valuations, it 
has started cheering them.  Valuation has stopped being even a support for investment 
decisions, almost entirely.  Apple, referred to above, did maintain its immense profitability and 
dominant market position, but its growth wasn’t spectacular. Profits rose from US$41bn to 
US$55bn between 2012 -2019, a CAGR of 4.3%. Yet its share price re-rated 8x. 
 
As Goldman Sachs US Strategist David Kostin said, “It doesn’t really matter what profit or ebitda 
a company makes.  What matters is two things: How sustainable the perception of profits are; 
What is the risk being taken to make those profits” 
 
Apple is a good example of this.  The reason for continued rising prices in so-called growth is 
because the market is being used to express opinions.  This relegates the importance of 
valuation from the bench to the second division.   
 
 
 
 



 
	
For example: 
 

Investor A likes the idea that people will drive cars powered by batteries.  He (or she) 
buys Tesla shares, expressing that view.  Investor B sees an increasing number of Tesla 
cars on the road and thinks that this is a trend.  To express that view, he joins Investor 
A in buying shares in Tesla.  Tesla announces it will one day produce 1m cars.  Investor 
A and B feel vindicated because their analysis was right – the narrative has momentum.  
They are joined by Investors C to G, tired of being left behind, owning value stocks 
which populate the list of All Time Lows on a daily basis.  Throw in the narrative about 
being added to the S&P500, roof tiles, and the word “genius” and Investors H to Y come 
running.  “We must be right because the share price is going up”, they cheer.  Alas, 
there are no new investors to come running once Investor Z uses the last bit of margin 
from his Robin Hood account, to buy Investor A’s stock.   

 
The question is where does valuation feature in this?.  All that drives the stock performance is 
the narrative.  There is no gravity (valuation) to keep investors grounded.  
 
But there is one advantage of true valuation-based investing over growth or the narrative style.  
And this is something that most of today’s investors won’t admit to.  It’s that it is very hard to 
overpay for value.  If practiced correctly, it is impossible.  While, when it comes to narrative 
investing, it is easy to overpay for growth.  What was a smart thing to do in 2011, could now be 
very costly.   
 
It’s for this reason that many investors today shoe-horn their thinking into believing that their 
investments offer value.  They do this by adjusting time horizons, elevating average 
management to “exceptional value creators” or “founders”, and assuming today’s interest rates 
last forever (“A P/E of 40 is cheap relative to interest rates”).  Trying to justify today’s growth 
stocks as value is a bit like buying a new pair of torn jeans – you want them to look like 
something they just aren’t.   
 
UK Value 
 
Not only does value investing matter, but investing in UK value is particularly attractive.  The 
UK market offers incredible opportunities following a decade of underperformance.  Why will 
it change and isn’t the UK structurally disadvantaged? 
 

 
 
We can think of 5 factors which are positive for UK value stocks, even in the short term: 
 

1. Coupled with low valuations, the Covid crisis has forced companies to restructure their 
balance sheets, raising capital and reducing debt and pension fund liabilities.  Low 
valuations no longer need to be discounted because of high debt (example National 
Express, Menzies).  

10/2011 to 10/2020 Brexit to 10/2020
Russell Growth 12.38% 11.10%
Russell Value 7.48% 3.50%
FTSE ALL Share -0.44% -3.28%



 
	

2. Brexit – the key reason for UK equity outflows since 2015 – will be over, one way or the 
other, in the next 3 months.  What will the excuse be then to not own UK equities? 

3. The UK is likely to be the first western country to roll out the vaccine for Covid-19, 
thanks to local development. 

4. The UK is an island nation, meaning that the cuts to aviation, tourism and travel have 
disproportionately hit the economy.  A recovery is likely to happen quicker than the US 
or in Europe. 

5. Valuations are so attractive that either management teams or private equity investors 
(or perhaps both) will take advantage of them, to unlock value.  This month, we have 
noted 4 investments that have attracted private equity interest, one being our holding 
in McCarthy & Stone. 

 
Conflating the value to growth switch, is the extrapolation of Covid-19 related anomalies with 
long-term trends.   
 
Tuning in to Late Night Radio 
As investors, there is now a very big difference between what was expected from a fund 
manager before Covid-19 struck, and what is expected now.   
 
Now, our job is to partly predict human nature.  I don’t mean predicting human nature in 
investment terms, or behavioural finance.  I mean predicting Main Street humans, not Wall 
Street humans.  Are humans “mean-reverting” creatures?  Will we go back to the office, jump 
on an aeroplane etc or will we adjust permanently to subsidised staycations?   
 
This is different to other unusual times in the world.  For example, during the GFC (Great 
Financial Crisis), when the restaurants, trains and planes were empty, there was no question if 
people would return. There was no question if people would go back to work in an office!  
There was no question about the desire to travel.  There was no question about sending kids 
back to school. During the GFC, the return to normal was a given. This time it’s iffy. 
 
In looking at events such as the Great Depression, the Spanish Flu, the GFC etc, a best 
comparison to today was the period from December 1973 to March 1974, in Britain.  We wanted 
to find examples of disrupted human behaviour caused by government decisions, with one 
important caveat – the decisions needed to have made life easier, not more difficult.   
 
For example, no doubt WW1 and WW2 disrupted human behaviour, but in no way can I think 
that it made life easier, for anyone.  The same goes for previous pandemics, financial crises, 
etc.  All made life more difficult.  Not easier.  And that is the key difference in the current 
situation that the world finds itself.  In most of the world, government decisions have made 
Idiocracy - not simply a 2006 movie - but a reality.  A big and influential chunk of the population 
is “earning” more money staying at home with their families, skipping traffic, taking mortgage 
holidays, and shopping on Amazon.  Yes, for the first few weeks they would have to ensure 
that they made it to the shop to stock up on supplies before toilet rolls ran out.  Fortunately, 
the alarm clocks were set for 9:30am, allowing sufficient time to make it to the queue forming 
after a late brunch.  
 



 
	
It is therefore of no surprise that most of the developed world embraced lockdowns.  While 
delusional, its popular.  It’s popular because it’s easy (for them). 
 
1970’s Britain 
 
1 January 1974 was the first time that New Year’s Day was declared a bank holiday in Britain.  
“Great!” you might say. “Who would dream about working with a NYE hangover!”  But what led 
up to that day, and the months following, provides a worthwhile comparison to the Covid-19 
disruption, human nature and the longevity of current trends.   
 
In 1970, a new conservative government under Ted Heath – “a lumbering galoot for some, a 
great sailor and talented orchestral conductor to others” - won the election, became Prime 
Minister, and was determined to deal with numerous issues facing his government – Ireland, 
inflation, and labour unrest.  The conservative government thought the best way out of 
pedestrian economic growth was aggressive economic stimulus.  This stimulus led to inflation 
running at 14% with  money supply growth of 28% in 1972, and 29% in 1973.   
 
Something needed to be done.   
 
The Heath Government implemented a plan to address runaway inflation by limiting wage 
increases to 4%.  Of course, this was not going to be acceptable to the mineworkers who were 
demanding wage increases over 16%. However, Heath had a plan.   
 
Back then (climate change activists look away now) Britain generated 70% of overall electrical 
power from coal-burning generators.  They relied on Welsh miners for the coal. If the miners 
went on an extended strike, at some point the coal would run out, and with it, electricity!  But 
Heath’s plan was to substitute coal for oil.  Britain would burn oil to generate electricity while 
outlasting the wage demands of the miners.   
 
He might have lasted with this strategy if it wasn’t for an exogenous event. 
 
On 6 October 1973, Egyptian troops crossed the Suez Canal and invaded the Israeli-occupied 
Sinai Peninsula (more about Israel later).  The result was the Yom Kippur War, and with it, an oil 
price shock.  Oil, which was US$2 per barrel in 1972 rose US$12 in 1974.  To get a sense of the 
hysteria of the situation, Politician Tony Benn wrote in his diary on 23 December 1973: 

 
“I overslept and had a day at home.  Three more IRA bombs in London.  I tidied the 
office and wrapped Christmas gifts…The oil price has doubled again, the second 
doubling since September”. 

 
What was the solution?  The government decided that the only option to ensure that coal 
supplies would not run out, would be to deliberately ration electricity consumption.  To do this, 
the government implemented some radical ideas.   
 
From 1 January 1974, the country would go into a form of lockdown.  Importantly, it was going 
to make life easier in some ways.  While shutting TV down at 10:30 and street lights off every 



 
	
night might not have been pleasant, the biggest benefit to the population was a move to a 
three-day work week.   
 
How did people react?  At first, the three-day work week was embraced!  
 
The Daily Mail of 21 January 1974 said: “Now at last we have the time to do all those lazy – and 
free – things we always wanted.  It looks as if this crisis could, surprisingly, be good for us”.   
 
The Guardian started forecasting that the three-day work week would turn into a two-day work 
week, as supplies and stock of coal ran out.  Hooray.  
 
Dr Richard Fox, a consultant psychiatrist wrote: “We approve of the three-day work week…it’s a 
channel for husbands and wives to get together, be more spontaneous, to experiment more in 
their sex lives while children are doing a five day week at school.” 
 
Fishing gear shops reported big sales increases.  Golf courses were busier, driving ranges 
stayed open late using car lights to illuminate the range.   
 
Media also benefited.  Late night radio show audiences trebled! Why? Fewer people were 
having to get up earlier for work in the morning.   
 
When the three-day work week started, public opinion was split 50-50.  One month later, the 
population was in favour of a three-day work week 59 to 41.  Companies started to negotiate 
with employees about making a shortened work week permanent, even when the government 
restrictions fell away, although this was to be four days a week, not three.   
 
But as the three-day work week continued into February 1974, support from workers started 
to diminish.  Smaller businesses developed cash flow problems: they were still having to pay 
the full costs of their business, but generated 80% of the revenues or less. 
 
The book “When the Lights Went Out” says the following:  

 
“The revolution in workplace practices turned to be, at best, partial.  The negotiations 
about a permanent four-day week came to nothing.  In other companies, the 
Department of Industry report found, “The duration of extra effort and cooperation was 
limited…by growing fatigue, the fading novelty element…or other eventual endemic 
problems” caused 61% of workers saying they disliked a three-day work week and only 
10% being favourable to it, 2 months later.”   

 
By October 1974, with a new government in place, people went back to work ending up back 
to five days a week.  The miners got their 14% wage increases. And listenership of late-night 
radio declined 64% back to pre-three day work week levels.   
 
Our portfolio is very much structured towards life returning to normal.  Normality eventually 
returns, at least to some extent.   
 



 
	
What do we believe will normalise?  Shopping, for example, has likely permanently moved 
towards online.  Gyms could be permanently penalised. But one sector in particular has no true 
substitute, yet is the hardest hit – aviation.  
 
Aviation 
 
Air travel has been written off many times.  Whether its 9/11, the GFC or Covid-19, it seems that 
the word “aviation” gets married to “never”.  “We will never go back to business travel”.  “Airlines 
will never recover”.  “Passengers will never fly as much as before”.  This time is no different.  
People will fly.  People will fly for business as well as holidays.  The only question is how long 
it takes to recover, not the recovery itself.   
 
Aviation is currently in a dire position.  Passenger numbers have fallen back to the same as the 
1980’s.  Our recent site visit to a deserted airport in Essex resulted in the CFO of the company 
confessing, “Well, if this doesn’t work, we will take a bulldozer and turn the runway into a 
housing development.”  Yet, we see enormous value in the space.   
 
So why are we so bullish? 
 
Since 1970, aviation growth (measured in revenue per kilometres travelled) has grown at 4% 
annually.  Think of what has been thrown at air travel since 2001: 
 

• terrorist attacks of September 11, 2001 (9/11),  
• the Coalition invasion of Afghanistan (October, 2001),  
• the Bali bombings (October, 2002),  
• the Severe Acute Respiratory Syndrome (SARS) outbreak and 
• Iraq War (Spring, 2003),  
• the Madrid train bombings (March, 2004),  
• tsunami in the Indian Ocean (December, 2004)  
• London bombings (July, 2005) 
• Great Financial Crisis (2008/9) 
• Volcanic Ash Disruption (2010) 
 
Each time, travel has recovered.  Granted, none of these disruptions have been on the scale 
of the current situation.  But to base the future on a 100 year event seems like investing in 
the rear view mirror, and not the windshield. 
 



 
	

 
 
 

Notice, too, what the CEO’s of airlines are saying about demand for aviation going forward: 
 
The highly conservative CEO of Delta Airlines, Ed Bastian noted that in his more than 20-year 
career dealing with crises, travel has always come back stronger than anticipated despite what 
critics say. 

 
"I think we are going to see that same consumer behaviour, it will undoubtedly be 
different, but I think it’s going to come stronger than most of the pundits’ view." 
 

The CEO of United Airlines, Scott Kirby made this observation on the 3Q20 earnings call: 
 
“I think it will come back to normal. I’ve been fond of saying the first time someone 
loses a sale to a competitor who showed up in person is the last time they try to make 
a sales call on Zoom.” 
 

Low-cost European airline Wizz Air CEO Jozsef Varadi said this following a company update: 
 
“As far as Wizz is concerned, the moment COVID falls away I think we will be back to 
2019 levels, we can recover very quickly. The issue is the restrictions imposed by 
governments, not demand.” 
 

The CEO of Southwest Gary Kelly said: 
 



 
	

“People are wanting to travel.  They are returning.  We had a good September.  October 
was better than September.  And November will be better than October.  I don’t like to 
make forecasts but my take is this too shall pass.” 

 
We own IAG, the largest airline in Europe.  How compelling is it? 
 
Every recover in aviation takes years.  How long this time? A full recovery might take longer 
than 4 or 5 years.  However, we can feel quite confident that demand is there for an 80-85% 
recovery by 2022.  That will be sufficient for IAG to re-rate 3x from here.   
 
By 2022, revenues are forecast to be 84% of 2019, with faster growth in cargo revenue. If EBITDA 
makes it back to 81% (in 2022) despite current lower fuel prices, and a more efficient fleet (so 
the expectation should be for higher margins), IAG would be on a 3P/E, for the biggest and 
most well-capitalised flag carrier in Europe!  
 
 

 2019 2020 2021 2022 2023 

Revenue 25,506 8,621 14,944 21,806 24,535 
% of 2019   34% 59% 85% 96% 
EBITDA 5,396  (1,574) 1,577 4,378 4,998 
EBITDA Margin 21.2% -18.3% 10.6% 20.1% 20.4% 
% of 2019   -29% 29% 81% 93% 
Net Profit 2,387  (4,201)  (1,127) 1,070 1,537 
Debt 7,571 10,934 12,605 12,250 11,076 
Net 
debt/EBITDA 

1.4  (6.9) 8.0 2.8 2.2 

Amounts in EURm      
 
 

	      

      

      

      
      

      
      

      

      

  	 	 	 	
 
 



 
	
Menzies  
 
There are two underappreciated facts which will impact share prices in future: 

1.  the level of government support has put some companies in a better position than 
they were before, on a financial basis 

2. The shock of the lockdowns have forced companies to re-think their operations, cut 
fat, and will emerge leaner and more profitable than before, 

 
Menzies is a good example of this.  We are optimistic that the unique valuation opportunity in 
Menzies will be discovered soon.  What could Menzies be worth in a post-Covid world? 
 
Here is an example of what could happen. 
 
Clipper Logistics is a UK delivery business.  It is well-run, and has been an operational 
beneficiary of Covid-19.  It won contracts to deliver PPE for the British government as well as 
delivering Asos online purchases.   
 
Historically, the share prices of Menzies and Clipper moved closely together, with a R2 of 0.81 
over 5 years until March 2020.  After that, Clipper has re-rated from being down over 60% to 
being up 90% ytd.   
 

 
 
 
Clearly, winning a few contracts helped re-rate Clipper, even though they are almost sure to 
not be renewed long term (1970’s late night radio).  Also, bid speculation that private equity 
would buy out Clipper has been acknowledged both by the company and press.   
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In a few ways the narrative of Menzies is quite similar.  Menzies has also won new contracts 
(e.g. Qatar Airways) and has been executing on growing new contracts.  Also, Menzies 
continues to have private equity interest.   
 
Obviously, the big difference is that air travel is not the online delivery business.  Air travel was 
turned off, while online delivery grew.  In the future, however, as aviation recovers, Menzies will 
be in a stronger position than before Covid, thanks to the level of state support from the Care’s 
Act.   
 
Our assumptions for Menzies are for a recovery in revenues to 73% of 2019, by 2022.  However, 
it’s important to understand that Menzies will be a beneficiary of airline restructuring.  As airlines 
rationalise their footprints and only fly to profitable destinations, airlines will consolidate their 
presence at the main airports.  For example, if EasyJet used to fly from Gatwick and Manchester, 
in a post-Covid scenario, Manchester will get dropped.  For airline services businesses, this is 
good news as they can utilise their workers more efficiently centralised at bigger hubs. The 
result is expanding EBITDA margins for Menzies, rising from 4% to 7% by 2022.  While revenue 
might be lower, EBITDA ends up being higher than 2019 thanks to improved efficiency.  
Menzies should generate EBITDA of GBP84m in 2022.  What is that worth in the current market? 
 
A comparison with Clipper Logistics flags the valuation opportunity in Menzies – 6x today’s 
price. 
 

 

2021 2022
EBITDA
Clipper 31 .4       33.4       
Menzies 51 .6       84.7       

Net Debt
Clipper 50.0       48.0       
Menzies 263.2     245.6     

Market Capitalisation
Clipper 496.3     496.3     
Menzies 93.2       93.2       

EV/EBITDA
Clipper 17.4       16.3       
Menzies 6.9         4.0         

Menzies valuation using Clipper (£m)634.6     1 ,134.7  
Value per share (£/share) 7.52       13.44     
Current share price (£/share) 1 .15       1 .15       



 
	
	 	 	
Conclusion 
 
The selection of stocks we own have extraordinary upside, 2-4x the current market value, 
providing a margin of safety and room for mistakes I will no doubt make.   
 
Although the market values have fallen alot, (and I apologise for the pain of looking at our 
monthly statements), none of the loss is permanent, in my view.  This is backed up by the fact 
that the companies we have invested in have stronger balance sheets today vs before the crisis, 
while the earnings outlook is as good, or better, than before.  With a bit of time, and a move 
from growth to value, I look forward to sharing in the re-rating.    
 
Below are our holdings with our assessment of value: 
 
 

 
 
Earlier I indicated we would return to Israel, and the year 520 BC.  Proving that growth and value 
investors can agree, and summarising our view on the future perfectly, Ron Baron – an outright 
growth investor of Tesla fame - started his excellent 3Q20 letter with the same prophecy which 
I will end this one:   
 
“The elderly will once again walk safely in the streets of the city, and children will once again 
play in parks without fear.”2 – Zechariah chapter 8 vs 4. 
 
 
Cordially, 
 
 
Rhys Summerton 
 
 
 
Please turn over… 
 

																																																								
2 https://www.baronfunds.com/sites/default/files/Baron-Funds-Quarterly-Report-9.30.20.pdf 



 
	
PS. For those looking for book ideas, here are some: 
 

• Nine Crises by William Keegan 

• Strange Days Indeed – The Golden Age of Paranoia by Francis White 

• Glory Lost and Found – How Delta Climbed from Despair to Dominance in the Post 
9/11 Era by Seth Kaplan  

• It’s Been a Blast: Tales of Mining Mayhem by “Jack Shaft” 
• History Repeating by Sam Wilkin 
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