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5 August 2021 
 
To our partners in the Milkwood Fund, 
 
 
Our funds were up between 40-50% for the first half of 2021 (please refer to your statements).  
Our investments still offer upside of over 100%, and we look forward to the journey as the gap 
between intrinsic and market values continues to close. For you to buy into our view, it’s 
important to explain  
the lens through which we view the world. It will help understand the investments decisions 
we take. 
 
With a remit that allows us to invest globally, as indicated in our previous letter, our 
continuing preference is for UK-listed equities.  The reasons we gave included 5 years of 
underperformance post the Brexit vote and uncertainty during 2 elections making UK equities 
unloved and cheap; relative political stability (stress relative); private equity interest and a 
highly successful Covid-19 vaccine rollout.  Some of these factors are starting to be 
appreciated, but it’s just the start.   
 
Despite efforts to find investments outside of the UK, we keep returning.  It’s the valuations 
which remain attractive.  YTD, the FTSE 100 still lags the performance of the S&P500 by 
700bps, despite the former’s faster earnings growth. Instead of closing the gap with the US, 
UK equities are now cheaper than before the successful vaccine rollout, successful Brexit, 
successful re-opening…perhaps we are getting ahead of ourselves. 
 
Covid19 
 
Winston Churchill’s poem from 1890 eerily echoes today’s pandemic: 
 

Oh how shall I its deeds recount  
   Or measure the untold amount  
   Of ills that it has done?  
  From China’s bright celestial land  
   E’en to Arabia’s thirsty sand  
    It journeyed with the sun. 
 
Our future portfolio performance is contingent on how the Covid-19 pandemic is dealt with – 
by governments and the population.  Analysing the virus is one thing.  But analysing the 
behaviour and reaction to Covid-19 is quite another.   
 
Covid-19 started in the East, spreading West.  Ill-prepared Western countries were influenced 
by the reaction of China, Taiwan, and other “experienced” countries in the East.  The West’s 



 
	
instinctive reaction was herd immunity but apparent success from the East, (can you imagine 
basing a strategy on China’s reported Covid numbers?), morphed to mass quarantines and 
lockdowns.    
 
Dominic Cummings (ousted advisor to British Prime Minister Boris Johnson) gave some 
insight into the decision-making of (geographically western) governments reacting to Covid-
19: 

 
“I got people to literally print out the documents from South Korea and other 
places…here is the system…here is the stick and carrot, it’s much stricter in terms of 
legal things, you will go to jail if you break the quarantine, but we will bring the food 
you need to the door, we will pay you to stay at home…if we had just copied and 
pasted what they were doing in South Korea, Singapore, Taiwan, and implemented 
that strategy, things would have been much better, I think there is no doubt about 
that at all.”1 

 
Western governments could implement only a half-hearted zero Covid strategy.  The result 
was lockdowns and quarantines being used to defend “health systems”, and opportunistic re-
openings to support the economy. 
 
The result?   
 
Firstly, countries in the West are now in a far stronger position than countries in the 
geographic East.  Why?  Countries with high virus cases (amped up by behavioural influences 
on the part of governments and media) have seen their populations agree to be vaccinated 
far more eagerly than countries which adopted the zero Covid strategy (“why be vaccinated if 
you don’t feel the need?”, some argue).  Countries such as Australia will at some point have to 
face reality.  No transmissible pandemic has ever been totally eradicated by vaccines.  It is 
not possible to follow a zero Covid strategy and fully reopen your economy.  
 
However, the vaccine means you can have an open economy and a reasonably acceptable 
level of deaths.  As western countries such as the UK and the US continue to reopen (driven by 
vaccine confidence), their economies will recover, and restrictions lift.  And our portfolio will 
benefit.   
 
How will the countries in the East respond?  Will their populations put up with perpetual 
lockdowns, or rolling quarantines until their populations are 80% vaccinated, a target no 
country has yet achieved?  With no apparent incentive to be vaccinated, this could take until 
2023 to achieve, if at all.  Even then, with a fully vaccinated population thus far protected from 
Covid-19, cases will be higher than a zero Covid approach allows.  For example, in the over 50’s 
in the UK (a cohort that is 95% vaccinated), 1/1000 still die while having the virus.  Using this 
same rate to apply to Australia, for example, would result in double the current number of 
deaths caused by Covid-19. 
 

                                                
1 Dominic Cummings Joint Parliamentary Committee Statement 21 May 2021 



 
	
As Churchill’s poem captured so well, when the power to kill was over, normal life could 
continue: 
 

For though it ravaged far and wide 
Both village, town and countryside, 
Its power to kill was o’er; 
And with the favouring winds of Spring 
(Blest is the time of which I sing) 
It left our native shore. 

 
China stands out however as a country with debatable data (but that hasn’t stopped the 
world from replicating its behavioural model).  Covid-19 cases seem incredibly low, which 
serves to play on the myth that quarantines and lockdowns work, the more draconian the 
better.  They have also issued 1.4bn doses of Chinese vaccines, which have relatively low 
efficacy (c. 50% vs. Pfizer at 94%).  This places China in a tough predicament.  They can’t fully 
re-open and are susceptible to more sporadic lockdowns, yet the population is “vaccinated”.  
At the very least, we should expect China to stay closed through 2022.  The FT recently 
provided an additional reason for delayed re-opening: 
 

“However, some said the biggest obstacle to opening borders could ultimately be 
political.  The Communist party would be keen to maintain zero cases through the 
Winter Olympics and perhaps until after an important party congress and leadership 
changes in late 2022, said Feng Chucheng, founder of Plenium, a Beijing-based 
consultancy.  If it achieved this, it could then “declare victory against the pandemic 
and the superiority of China’s political system”.” 

 
The reason for discussing Covid-19 is to understand our investment options.  In the case of 
China, we can add regulation and ownership structures such as VIEs - which Kyle Bass 
compares to playing fantasy football, rather than owning the teams.   If we are correct, the 
geographic East will literally be plagued by its Covid-19 strategy. 
 
In the West, which to us has a more optimistic outlook, the UK stands out. 
 
In December 2020 we wrote that our preference for the UK is based on 5 factors, which I’ll 
repeat verbatim below: 
 

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. 

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. 

 
As these 5 factors gradually become more appreciated by investors, our portfolio with 
virtually all UK exposure, should do well.   
 
We are not entirely relying on the equity market to drive future returns but have some help 
from our friends mentioned in Point 5 above.   
 
Year to date, the UK has seen 24 publicly announced attempts to acquire companies in the 
FTSE350.  Talking to bankers and brokers, the number of companies that have unpublicised 
takeover approaches on all or part of their businesses are perhaps a further 30-40 
companies, including at least two companies in our portfolio.   
 
Of course, it makes sense for private equity and US corporates to find opportunities in the UK.  
Valuations are at a 50% discount to similar US companies, interest rates are lower, and debt is 
widely available to finance acquisitions.   
 
Most interesting is that acquirers seem to understand that industry consolidation drives 
pricing power and margin. With higher inflation, industry consolidation makes sense. 
 
UK fund managers are, however, in survival mode and end up being reactive to these 
approaches.  Often, UK fund managers start complaining that the price private equity buyers 
offer is too low, even though of the 24 deals announced ytd, the average premium to the 
share price is 43%!   
 
We have no sympathy for the fund managers making this argument.  Mostly, they are to 
blame for not pricing UK equities more efficiently. As they are on the back foot, they seem 
incapable of allocating more capital to outstanding investment opportunities. Rather than 
applying their minds to realising value, they seem content to outsource their thinking to tick-
box proxy advisory firms (as we recently witnessed at Menzies). 
 
Our concern is to take advantage of this once-in-a-generation opportunity to own UK equities 
at the cheapest relative valuation since 1990. 
 
Below, according to Cazenove, the UK trades at a 30% discount to global peers based on 
blended valuations (price/book, price/dividends, price/earnings). 
 
 
 
 
 
 
 
 
 
 



 
	
 
 
 
 
 
 
 
 MSCI UK vs MSCI World 
 

 
 
  
Our portfolio (below) bears out our view of the world.  Listed UK companies are forgotten and 
unloved by equity investors.  Digging deeper, only Menzies has some domestic Asian 
exposure, which is well supported by necessary cargo and freight.  Even in the case of 
Menzies, North America and Europe are over 70% of revenues. 
 
The rest of the portfolio are plays on the UK, US and Europe. 
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Whatever the opposite of a sweet spot is, many investors think UK equities are currently in
one. With Brexit still unresolved, some have put the market in the “too difficult” basket. While
it is understandable to fear uncertainty, as stock pickers we embrace the mis-priced
opportunities created by it.

The global nature of the market means that international developments often set the tone for
UK equities, and following the trough in the wake of the global financial crisis (GFC) of 2007/08
they’ve had a good run, as have equities generally. However, Brexit has still loomed large and
been a drag on returns.

UK equities have underperformed global equities since the EU referendum. As a consequence,
relative to global equities they are now the most lowly valued for decades. The market also
looks very attractive in absolute terms: its current dividend yield is significantly in excess of
the long-term average yield.

1. Unloved1. Unloved

The negativity of international investors towards UK equities is entrenched – global fund
managers have been “underweight” the UK for three years, according to the Bank of America
Merrill Lynch’s global fund manager survey (see chart, below). Investors are said to be
underweight an asset class when they are allocating less capital to it than would normally be
the case.

As patient investors, we are often interested in how corporate investors are behaving since we share their

long-term mentality. Overseas companies (and private equity) buyers are capitalising on the relative

valuation opportunity of UK equities, and sterling weakness.

To cite two recent examples, Coca Cola has acquired the Costa Coffee chain from FTSE 100
group Whitbread, while shareholders in mid-cap speciality pharmaceutical company BTG have
approved a bid from Boston Scientific.

Costa Coffee generates the bulk of its profits from the UK, although it has a fast growing
international franchise business. In contrast, 90% of BTG’s revenues derive from customers
based in the US[1]. To our minds the bids for these assets underline the indiscriminate
negativity towards UK equities – many investors have sold ALL UK equities, both their
domestically and internationally focused ones. Remember the UK equity market derives more
than two thirds of its revenues from overseas.

Share buybacks[2] by companies are another interesting theme. It is, perhaps, no coincidence
that Whitbread has proceeded to use the larger part of the the Costa sale proceeds to
repurchase stock.

Whitbread has joined a number of other UK quoted companies which have either recently
initiated, or extended share buyback programmes, including Standard Chartered and UK-
focused peer Lloyds Banking.

It seems to us that many UK corporates see their own shares as undervalued, so are sending
another valuable signal.

2. Undervalued2. Undervalued

Indeed, valuations reflect the degree to which investors have shunned UK equities. The chart
below tracks the market’s valuation discount versus global equities based on the average of
three metrics. The metrics used are the price-to-book value (PBV) ratio and price-to-earnings
(PE) and price-to-dividends (PD) ratios.

All valuation metrics have their strengths and weaknesses, so combining three reduces the
risk of distortions (see the end of the article for a description of these metrics).

Based on this analysis, UK equities are trading at a 30% valuation discount to global peers,
close to their 30-year lows. While it is likely to persist until there is some form of clarity over
the terms of any Brexit deal, the valuation gap provides an attractive entry point for investors
with long time horizons.

Please be aware the value of investments and the income from them may go down as well as
up and investors may not get back the amounts originally invested. 

The valuation of domestically-focused equities is particularly attractive, and consequently we
have been increasing exposures to this area of the market. The uncertainty created by Brexit
has driven a slowdown in the UK economy since the EU referendum (albeit, by less than
feared), while the global economy has held up well.

Associated UK political uncertainty is further weighing on valuations, and might continue to
do so given the relatively high probability of either a leadership election or a UK general
election in 2019.

3. Attractive yield3. Attractive yield

Over the past 30 years the dividend yield of the UK equity market, relative to the rest of the
world has only been higher during the 1991 recession and at the peak of the technology
media and telecoms (TMT) bubble (see chart, below).

Past performance is not a guide to future performance and may not be repeated. 

In absolute terms, the UK equity market is currently yielding c. 4.5% (MSCI UK index), which
compares very favourably to the average dividend yield over the past 30 years of 3.5%. For
yields to revert back to their long-term average, either the market has to rise or bad news
needs to arrive soon and companies cut payments. They would need to cut by a good margin
more than they did following the GFC and ensuing global recession – is this likely?

Following the GFC, UK dividends fell by 15% over two years on a cumulative basis, and that
includes the effect of BP suspending its dividend following the Deepwater Horizon disaster in
the Gulf of Mexico. We don’t believe we are on the cusp of a recession like the one which
followed the GFC. Despite some recent high profile and material dividend cuts from Vodafone
and Marks & Spencer, overall we still believe that the market’s dividend payment will continue
to rise.

If we do experience a recession in the near term, we would expect it to be local to the UK
(possibly the result of a disorderly Brexit) rather than a global one, although we are in the
latter stages of the economic cycle. This gives us a degree of comfort that the UK equity
market’s yield is sustainable as the large majority of UK stock market dividends derive from
overseas.

The charts and data highlighted help put the opportunities within UK equities into a broader
context. In light of these conditions it is perhaps unsurprising that our allocation to overseas
equities is currently at the lower end of its historical range.

As stock pickers we see plenty of opportunities within the UK – across all parts of the market,
large as well as small and mid-sized companies – which could help build portfolios capable of
generating superior long-term returns.

Investments concentrated in a limited number of geographical regions can be subjected to
 large changes in value which may adversely impact the performance of the fund.

Equity [company] prices fluctuate daily, based on many factors including general, economic,
industry or company news.

Please be aware the value of investments and the income from them may go down as well as
up and investors may not get back the amounts originally invested. 

Price-to-book value (PBV) ratioPrice-to-book value (PBV) ratio

A company’s “book value” is the value of its assets minus its liabilities (net asset value), at a
set point in time. If a company’s share price is lower than its net asset value (PBV ratio of less
than one) then it might be considered as potentially good value and worthy of further
analysis. However, for companies with little in the way of physical assets, such as technology
companies, PBV ratios have their limitations.

Price-to-earnings (PE) and price-to-dividends (PD) ratiosPrice-to-earnings (PE) and price-to-dividends (PD) ratios

The PE ratio compares a company’s share price to its earnings per share. The PD ratio is a
company’s dividend per share divided into its share price. Because a PD ratio accounts for
cash actually being paid out to investors (dividends) as opposed to earnings, which are an
accounting concept, it can be a more reliable valuation metric.

[1] See page 124 of BTG’s 2018 annual report and accounts, at:
https://btgplc.com/BTG/media/BTG/pdf/annual-report-and-accounts-2018.pdf

[2] Share buybacks are where a company repurchases its own shares in the open market.
Similar to dividends, it is a way for companies to return cash to shareholders.
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Listed in:
Menzies UK North America Europe Asia
Argent South Africa UK South Africa USA
Vodafone UK UK Europe Africa
Mears UK UK
Lloyds UK UK
Barclays UK UK USA
Natwest UK UK
Manolete Partners UK UK
National Express UK USA UK Europe
Easyjet UK UK Europe
IAG UK UK Europe USA
Greencore UK UK
Arena UK USA UK
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Richer, Wiser, Happier…Hmmph! 
 
Recently, an excellent investment book was released, called “Richer, Wiser, Happier: How the 
World’s Greatest Investors Win in Markets and Life” (worth buying).  We owe its author, 
William Green a massive thank you.  Since the start of Milkwood, we have had to explain to all 
who have taken an interest in our fund who our investment heroes are, and what has framed 
our approach.  Each time we have had to explain who NOMAD are, their incredible returns, 
and their approach.  Inevitably, the comeback question has been “err, do you perhaps have a 
copy of their letters?”.  We do, but we have never provided a copy of them.  Now, however, 
thanks to Will Green, we can point to chapter 6 of his book and no longer need to explain 
who NOMAD was.  In addition, the fund manager of Nomad, Nick Sleep provided a link to his 
letters here. 
 
Nomad, subsequent to closing, developed a (surprising) cult following2, thanks to identifying 
a powerful business model of scale economics shared.  Two great examples sometimes 
suggested are Costco (membership program) and Amazon’s more famous Prime 
membership.  Both companies have been outstanding investments and justify applause and 
even an encore.  However, this idea about scale economics shared, whilst extremely 
powerful, does not account for success in a portfolio.  The same idea of scale economics 
shared was used to justify investments in companies such as Carpetright, which ended up 
filing for company voluntary arrangement with creditors.  Or Asos, another online play that 
has been anything but a great performer as increased competition entered the UK.   

                                                

2	See	the	FT	article	“Another	lesson	from	cult	fundi	Nicholas	Sleep“	in	the	FT	https://on.ft.com/3ryG75F	



 
	
 
Rather, a bigger factor driving the performance of companies like Amazon has been its 
allocation of capital.  Companies have options on where to allocate their capital (new 
ventures, return it to shareholders via dividends, buybacks, investing in the existing moats).  
Amazon did extremely well with investing in new ideas, watering the successful AWS flowers 
and cutting their Fire Phone weeds.   
 
Where does that leave us today as fund managers? Do we hurtle off to find the next scale 
economics shared company?  Buffett’s wisdom is always superior to anything else in the 
investment world.  “What wise men do at the start, fools do at the end.”  That sums up our 
view on many of these ideas.  Most have been staggeringly good performers, but the reasons 
for their performance is not all down to their business models.   
 
The FT did provide an assessment of what is a timeless principle we believe applies in all 
market conditions: 

 
“The lesson here is that Sleep’s edge came from understanding what the market 
didn’t, and his rewards came when the consensus view began to align with his. The 
question for those now buying expensive stocks with big futures is, therefore, what 
do they know about these companies that the market doesn’t? Because – unlike 
Costco almost two decades ago – on any financial metric, they seem to be priced to 
perfection.” 

 
Today, there are opportunities to still find amazing business models which have the 
characteristics of scale economics shared but remain undiscovered.  We will discuss one 
below, in a recent investment we have made in Manolete Partners.  But there are also very 
out-of-favour companies where a bigger driver of performance can create value for 
shareholders.  Remember, our view is that the allocation of capital is a bigger driver of share 
price performance.  Having excess capital is a good problem to have.  Where does excess 
capital come from? 
 
Generally, companies generate cash from operations. But those are discovered opportunities 
and rely on a P/E re-rating.  You are placing your trust in the hands of Mr Market, the well-
known manic depressive, now on unsupervised psychedelics, for your investment returns.   
 
Another source of excess capital comes from hidden or lazy assets.  Often, the market 
discounts these assets unjustly, ignoring the valuation of these assets or, better still, placing a 
discount on them.  These are incredible investment opportunities, widely available because 
most investors are preoccupied with debating their investments in Twitter and Facebook…on… 
Twitter and Facebook.   
 
This is exactly the playbook used by Argent.  Having excess capital tied up in underperforming 
businesses provided an opportunity to monetise them through disposals, or even closure.  At 
the same time, these disposals turned into hard cash that could be used to take advantage of 
the discount the market was placing on Argent’s market valuation.  
 
Take this calculation:   



 
	
 
In Argent’s 2021 annual report, management did an excellent job in summarising its capital 
allocation policy: 
 
CAPITAL ALLOCATION 
We have successfully allocated excess capital within the group to share buybacks. Since the start of 
our buyback programme, we have reduced the number of shares in issue from 96 490 604 to 60 550 
705 at an average price of R5.16, far below our assessment of intrinsic value. We continue to believe 
share buybacks are the best use of excess capital while the share price is below our assessment of fair 
value.  
 
To put numbers to it, this process created R500-700m value for existing shareholders.  
Remember that Argent’s market cap is only R700m, meaning that purely allocating capital 
more appropriately has doubled the value of Argent.   
 

 
 
When it comes to creating value for shareholders, the capital allocation pen is indeed 
mightier than the operational sword. 
 
Back to outstanding business models. 
 
Manolete Partners 
We have seldom found a business model that is as compelling as Manolete’s (before you 
think we are excessively bullish, we will discuss some of the not-so-compelling points later).   
 
Manolete acquires insolvency claims from liquidators or insolvency practitioners as they are 
called, in a niche part of the market – claims average c. £300k each.  To illustrate: 
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Company A is heading for financial difficulty, carrying debt of £300k.  The directors raid the 
company of as many assets as possible, including cash, fixed assets etc.  With nothing of 
value in the company, it is left to the insolvency practitioners (liquidators) to salvage whatever 
they can from the company.   
 
For the Insolvency Practitioners, the biggest issue is the recovery of their fees.   
 
The biggest issue for the estate (made up of banks mainly who have loaned money to the 
now defaulted company) is to minimise litigation expenses.  They don’t want to end up with 
an even bigger loss, thanks to legal fees!   
 
In our example, let’s say that the Insolvency Practitioner’s fees are £50k.  This is where 
Manolete steps in.  After doing due diligence on each case, they buy the claim from the 
estate via the insolvency practitioner.  Often, the price paid simply covers the fees that the 
Insolvency Practitioner will incur. The Insolvency Practitioner’s main concern is now taken 
care of.  The estate is off the hook with ongoing legal expenses in pursuing the directors, as 
that is now Manolete’s responsibility.  Manolete therefore incurs the cost of £50k in buying the 
claim (and any in-house legal expenses which we will get to later as they relate to its 
scalability). Monolete effectively now has a call option on the recovery of the debt.  But this is 
a very special kind of call option.  The strike price is set, not by the issuer (as would be the 
case in a transaction with a bank) but by the owner of the option. 
 
More below.  
 
Manolete, having carried out due diligence on the directors, has a good idea on the potential 
outcome of the claim before they make the bid to acquire it.  In our example, let’s assume 
that whatever amount is recovered, Manolete will share 50% of this recovery with the estate.  
For an investment of £50k they have upside of zero to £300k. 
 
Through in-house legal teams, they pursue the directors for the recovery of the claim.  Very 
few cases end up going the full distance to the courts.  But this is the unique part of the 
business – Manolete can set the terms of settlement.  Let’s say they reach the point where 
the directors are willing to settle the entire claim of £300k, for say £216k.  Manolete can 
determine the settlement price.  In effect, Manolete can reprice the strike price of the option.  
In this example, if this case is settled for £216k and 50% is shared with the estate, Manolete 
will receive the gross proceeds of £108k and a gain on this investment of £58k.   
 
An option price of £50k yields a return of 86%.   
 
In the table below, we show the returns on investment Manolete has made from 2012.  To 
make it simple, the formula is A divided by B = C. 
 
 



 
	

Year Total Invested

Closed Case 
Investments 

(B) Total Recovered Total Gain
Manolete 
Gain (A)

Return on 
Investment 

(C) 
£'000 £'000 £'000 £'000 £'000 %

2012 763                 763               2,524                  1,761           1,181           155%
2013 174                 174               780                     606              290              167%
2014 594                 594               3,884                  3,290           863              145%
2015 1,404               1,404            7,029                  5,625           2,336           166%
2016 1,919               1,919            9,279                  7,360           3,245           169%
2017 1,387               1,101            4,269                  3,167           1,263           115%
2018 2,834               1,544            13,913                12,369         3,725           241%
2019 2,336               1,923            13,166                11,243         4,949           257%
2020 4,985               2,981            11,028                8,048           3,419           115%
2021 3,435               946               3,619                  2,673           1,248           132%

 
 
 
Two points to take away from the above table: 

1. The return on investment (A / B = C) averages over 140%.  Remember, most cases 
settle within 11 months, so this return truly makes Manolete a magic money tree.   

2. The total invested in 2021 shows that the progression of £ invested has slowed down. 
 
Since the beginning of 2012, Manolete has funded or purchased 618 cases with the average 
time to completion being 11 months.  This is important because often companies in this 
industry face questions over accounting treatment of cases which extend over years (such as 
those of the larger firm, Burford Capital).  Manolete doesn’t face the same issue as it settles 
the terms of the agreement (with a few exceptions) within 2 financial reporting dates.  The 
larger cases are sometimes repaid over a period of time, but the terms of settlement are 
already agreed.   
 
Amazing business models attract regulation, eventually.  In 2015, regulation turned out to be 
favourable to the Manolete business model, resulting in it being able to acquire the claims 
outright (in effect allowing Manolete to set the strike price of its option discussed above).   
 
But it was further regulation from Covid-19 that makes Manolete really attractive right now.  In 
June 2020, the UK government announced the Corporate Insolvency and Governance Act, 
which temporarily suspended statutory demands and winding up petitions….until December 
2020…and then March 2021….and then June 2021….and now September 2021. 
 
Temporarily, Manolete’s pipeline of deals dried up.  But when the temporary moratorium 
ends next month, get ready for fireworks.  The backlog of insolvencies coupled with 
lockdowns have placed enormous stress on businesses.  According to the Federation of 
Small Businesses, 250 thousand small businesses are likely to close in 2021.  The BBC reports 
that 1 million businesses will be forced to close over the next 2 years, compared to a runrate 



 
	
of 17 thousand annually pre-covid (remember, Manolete has only participated in 600 cases in 
7 years!).   
 
If Manolete was a tech company, the TAM would indeed be massive.  Unfortunately, it 
remains unknown to most.  But remember our quote above, “Sleep’s edge came from 
understanding what the market didn’t, and his rewards came when the consensus view 
began to align with his”.  At some point in the future, we are confident the market will come 
around to our way of thinking, if Manolete delivers.   
 
Putting numbers to Manolete is simple.  Predicting exactly when they will occur is tough.  But 
let me take you through our assumptions: 
 

• The average net gain on a Manolete case is £58k.  We see no reason why there would 
be any downward pressure on this number. 

• TAM is far larger than Manolete currently penetrates, allowing them to cherry-pick 
the best cases.  Under the scenarios below, we don’t see why 550-700 cases are not 
well within grasp within 2 years after recovery from Covid-19. 

• How many cases can Manolete take on with its current cost base?  Currently, 
Manolete has 11 in-house lawyers plus due diligence teams, which are highly 
scalable.  Doubling the capacity of cases would increase costs by just 15%-20%.   

• Achieving 550 cases (scenario 3) generates profit of GBP20.3, justifying a valuation of 
£300m, vs. today’s £100m.   

 
 

Scenario 1 Scenario 2 Scenario 3 Scenario 4
Average Gain per Case (£k) 58.0             58.0             58.0             58.0             

Cases Signed 350              450              550              700              

Annualised Revenue (£m) 20.3             26.1             31.9             40.6             

Costs (£m) 6.5              6.5              6.5              6.5              

EBIT (£m) 13.8             19.6             25.4             34.1             

Tax (£m) (2.8)             (3.9)             (5.1)             (6.8)             

Post tax Profit (£m) 11.0             15.7             20.3             27.3             

P/E x 15.0             15.0             15.0             15.0             

Target Valuation (£m) 165.6           235.2           304.8           409.2           

Target Share Price (£) 3.81             5.41             7.01             9.41             

Current Price (£) 2.50             2.50             2.50             2.50             

Upside 52% 116% 180% 276%  
 
If we must wait 2 years after Covid-19 to achieve this, so be it.  The probability of Manolete 
achieving these numbers with a highly-incentivised management team (the biggest 
shareholder is the CEO with 16% of the company), we think is high.   
 



 
	
Importantly, we cannot see the UK reverting to a misapplied strategy of quarantines, 
lockdowns and moratoriums against capitalism again. That cannot be said for the rest of the 
world.   
 
Conclusion: 
Our investments are beneficiaries of this recovery, while sporting improved balance sheets, 
improved margins and improved outlooks.  Companies that successfully survived their 
biggest threat in 100 years are likely winners in the years ahead.   
 
Argent is one example in our portfolio of potential returns that patient capital can generate.  A 
completely different investment approach is needed to invest in a company like Manolete, 
but what is unchanged, is the requirement for patience.  Overall though, our approach is 
unique and it results in a portfolio of investments with over 100% upside with a portfolio that is 
not replicated in any other fund. 
 
While the world is always uncertain, the margin of safety in our portfolio will protect long-
term investors from the risk of permanent losses.  We are optimistic that the gap between the 
market’s view and ours will close.   
 
We are open to increased investment or new investors should your view align with ours.    
 
Cordially,  
 
Rhys Summerton  
 
PS. For those looking for book ideas, here are some we rate: 
 

• Richer, Wiser, Happier – William Green 
• Pandemics – Our Fears and the Facts by Sunetra Gupta 
• Sick Societies by Robert Edgerton 
• This is Not Propaganda by Peter Pomerantsev 
• Maxims for Thinking Analytically: The wisdom of legendary Harvard Professor Richard 

Zeckhauser 
• Greenlights by Matthew McConaughey (Audiobook is best) 
• Empire of Pain by Patrick Radden Keefe (easily the best book on this list). 

 
 
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.  
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