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A Review of Q3 2024

Tom Spain

They say “The winners of today are the losers of
yesterday who never gave up.” This is illustrated by the
top performer for the quarter, Alibaba, up 39% in Q3
2024 and 51% year to date to 30" September 2024.

It is important to understand that the prices of solid
companies, with strong balance sheets and earnings
power usually recover after periods of poor
performance.

As | write, the FTSE 250 is 14% lower than its previous
high of September 2021, UK smaller companies are down
a further 30% or more. The US stock market sits at an all-
time high (we reflect deeply on this divergence).

Catching the babies thrown out with the bathwater and
holding onto them for a recovery seems easy in hindsight
but harder psychologically than you think. People
normally lose patience after three years; most give up
completely after seven. Anxious investors react first and
think second, often sadly to their long-term financial
detriment.

Christopher Browne of Tweedy Browne used to say: “Buy
stocks as you would groceries — when they are on sale”.
At Henry Spain we love nothing more than buying £1
worth of value for less than 50p, as price and value are
two very different things.

Stocks that people have already become excited about
have, as a result, gone up a lot already and are unlikely
candidates for those seeking value. It is not surprising
therefore, by its very nature that so called ‘Value
Investors’ are often found looking at beaten down
companies whose prices have fallen a lot and may
continue to fall for a while before they go up. Share chart
watchers will find little encouragement to plot a
prediction line here! We note, the only way to buy a
significant amount of anything at a good price is to buy
into share price weakness. This takes conviction and a
contrarian mindset.

There may even be very good reasons as to why a share
has become unpopular for a time, but the art of good
investment is to find a wide margin of safety between

the price paid and the intrinsic value of the investment
purchased, as eventually the gap will close.

Whilst we don’t know exactly when good things will
happen, “we know from experience” in the words of Ben
Graham (the father of value investing) “that eventually
the market catches up with value”.

Investing your capital is for the long term and we ask you
to place less emphasis on short term performance. Many
investors would be far better off if they just looked at
their statement twice at the end of every 10 years,
rather than twice every day!

YTD the Defensive Portfolio is up 4%, Cautious up 11%,
Balanced up 14% and the Growth up 16%. This is an
unusual year of performance, and new investors should
not be too enthused by these numbers. Any investment
record long term is a collection of indifferent results,
good years as well as bad years. They rarely follow the
same order and mistakes are inevitable. It may well end
as one of the better years on record, but we hope to be
judged over the next decade and seek a relationship with
you, our investors, that is as good in the bad times as it is
the good.

We hope the challenges of yesterday: Covid, Brexit, and
the UK’s Cost of Living Crisis, in the recovery today will
build useful investor muscle memory — our greatest
advantage is the collective patience of our investors.

Leading contributors for the third quarter were Alibaba
up 39%, Mohawk industries up 33% and Ibstock up 21%.
Leading detractors were Novo Nordisk down 23%,
Staffline down 21% and Walt Disney down 8%. We
remain convinced of the investment cases for all six
names mentioned and would encourage clients not to
become too enthused or despondent over short-term
changes in the price of any of their investments.

Continued overleaf...
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A few words on Alibaba...

Alibaba shares, along with many other Chinese
businesses, have had a dramatic change in fortune in
the last quarter and year to date. This is largely because
of the Chinese authority’s determination to support
economic growth with a raft of stimulus proposals in
September by the central bank of China, ahead of the
national Golden Week holiday. Without changing
anything about the fundamentals of the business or its
competitive position, there has been renewed
confidence among investors about the future.

We of course were delighted that, while some investors
felt gloomy last year, management took the opportunity
of a lower share price to repurchase 630 million
ordinary shares, returning $5.8 billion to investors via its
share re-purchase programme. Not only have Alibaba
been repurchasing shares, but Ant Group (a business
Alibaba holds at least a third of) has been busy doing
the same with Alibaba retaining all its shares.

Clients may recall Jack Ma, the founder and Alibaba
planned to float Ant Group back in November 2020 for
an estimated $315 billion. We think the value hidden in
this and other investments is a relevant factor in
determining a steep discount to what Alibaba’s shares
continue to trade at verses the “intrinsic value” of all of
Alibaba’s parts.

Importantly, Alibaba’s latest results reveal strong
growth in Alibaba’s International E-commerce, cloud
computing and Al-products, which have shown
significant revenue increases (triple digit growth in the
case of Al). Cost cutting measures and restructuring
efforts aimed at improving profitability also appear to
be on track with a focus on improving the user
experience and driving long term profit and cash
generation.
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Whilst we have no way of predicting short term share
price movements, we feel pleased that by just staying
invested and not selling at the low we have seen a
significant recovery year to date. We look forward to
potential efforts by the board to unlock further value for
shareholders, as the business continues to grow, and
they look to return cash back to investors via either
share repurchases or increasing dividends.

Compared to US equivalent businesses, Alibaba’s
valuation remains extremely attractive.

We think investors should reflect more on the greatest
investor of all time, Warren Buffett of Berkshire
Hathaway (who predominantly invests in US equities)
who now is holding a cash hoard of $300bn and is a net
seller of US shares.

Tom Spain

Director, Chartered Wealth
Manager & Stockbroker

Tom has managed investments within
discretionary portfolios since the start of the
business and has looked after families overlapping
generations in the local area who have trusted
Henry Spain with their assets. Managing the
Defensive, Cautious, Balanced and Growth
Portfolios, Tom also runs the AIM portfolio which
specialises in small UK businesses for the purpose
of inheritance tax relief.

Investor Update is intended to communicate current economic and capital market information along with the

informed perspectives of our investment professionals. The information in these articles should not be seen as

advice or a recommendation to take action. You may contact your wealth manager to discuss the content of this

publication in the context of your own unique circumstances.

Material prepared by Henry Spain as a resource for its wealth managers




UPDATE

The Dali

Chris Bal

v Planet
ey

October 2024

“Success lies in relentless execution of the basics” -
Leonardo da Vinci

You will have your own opinions whether the world is
changing for the better or for the worse, but the world is
certainly changing. And despite being three-quarters of
the way through 2024, there are still a rank of important
events and occurrences to wait for before we get to
Christmas.

As always there have been a range of good and less good
headlines, many of which matter an awful lot more than
the movement of global financial markets. However -
thinking solely about the latter - | was struck at the end
of September by year-to-date gains in a leading US
market index which reflected “the best start to a year
since 1997 and the best start to a presidential election
year in history”. Aside from a ‘start to a year’ comment
referring to a nine-month long period of time, it showed
that irrespective of how optimistic or pessimistic you are
about something, you can always find a statistic that
feels insightful.

Irrespective of where you are in the personal investment
journey, it is always better to look on the bright side of
life. Whilst financial markets themselves are naturally
influenced by headlines, important occurrences,
impactful results and compelling statistical insights, too
much angst about the medium-to-longer term impact of
higher debt, ageing population, climate shifts and
potential geopolitical shifts, tend to underestimate that
people throughout time have known it is not wise to just
live for today.

Personally speaking, | am excited about the

future. Whilst it can often feel that leaders have few real
solutions and that a crisis is imminent, the bigger risk is
probably that we ‘cry wolf’ excessively.

Whilst important, influential and impactful events have
happened this decade - as they did in previous decades
and will continue to occur in upcoming decades -

it is always more important at many levels - including
those covering investment management, pension fund
and related matters - to copy the above observation
from the polymath Leonardo da Vinci and focus on the
“execution of the basics”. There are always many
matters we cannot change or perfectly predict, but there
are numerous key ones that we can positively impact.

As for the global financial markets, my own perspective
is that there are more opportunities than threats, and it
remains very unwise to have a lot of money under your
bed or in the sofa. And whilst the ever-changing world
continues to do things that sometimes-as | age - |
initially struggle to understand completely, it still feels
positive and better for there to be change, than for there
to be little or no change at all. The world is still spinning
and we are all part of it.

Chris Bailey
Global Equity Analyst

Prior to acting as our Global Equity Analyst, Chris
worked for a London based fund management
group and headed the team for a range

of globally directly invested mutual funds,
personally running the Growth, Balanced and
Conservative funds (collectively c. US$2bn of
assets) all of which were either first or second
quartile against their respective peer groups
from inception in 2010 to the end of 2012. In
the four years prior to this, for the same fund
management company, he managed global
thematic equity and European equity funds that
also outperformed their benchmarks.
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Intrinsic Value - What is it?

Glen Arnold

Price is not the same as value. As Warren Buffett was
fond of saying, “Price is what you pay, value is what you
get”.

So, if market price is not the value of a share, what is it?
And, what is intrinsic value, where can it be found?
I'll tackle the second question first.

Live with imprecision (if you can’t do that, forget about
becoming an investor)

The greatest investments minds, with decades of

experience, say that precise intrinsic value estimation is

elusive in two senses:

o First, even the concept is elusive.

o Second, the future path of a business is subject to
so much uncertainty that precision is impossible.

A step towards grasping the concept

“In general terms it is understood to be that value which
is justified by the facts, e.g., the assets, earnings,
dividends, definite prospects, as distinct, let us say, from
market quotations established by artificial manipulation
or distorted by psychological excesses”. (Graham and
Dodd, Security Analysis, p20-1)

This only gets us so far. Sure, we can gather together data
from the income statements, balance sheet, etc., but
how do we interpret and combine what we have into a
coherent picture of the future?

Is intrinsic value the fair net asset value?

In the search for some solid ground some share
investors, in the early part of the twentieth century,
declared that intrinsic value was close to ‘book value’, the
net assets of a business when those assets are fairly
priced.

Despite some adjustment being made to reported
balance sheet to get to the ‘fair’ values, the followers of
this approach could say that they have a quite definite
(i.e. within a narrow range) view of intrinsic value.

The flaw in this argument became apparent to those with
a wider perspective; there was little correlation between
fair value net assets and the average earnings of
companies.

Some firms had very few net assets but high earnings,
others had masses of assets but never made a profit. In
this case the low-asset firms would be valued at much
more than the high-asset value firms, in contradiction to
the net asset value model of intrinsic value.

The unseen are more powerful

So the market did not price shares on the basis of net
assets (at least, usually it didn’t, but there are
exceptions). To make a business valuable the balance
sheet net assets must be combined with much more
indefinite ‘assets’.

We are talking here about things like the attachment of
customers to the firm’s product, the attitude, coherence
and drive of the managerial team, the technological
prowess it possesses. These do not appear in the balance
sheet.

What investors really take an interest in are the future
cash flows to be generated by the business. These come
from the application, in combination, of both the
physical/measurable assets and the more important
intangible assets.

So, if the balance sheet sheds limited light on the issue of
future cash flows and therefore intrinsic value, where
else can we look?

Earning power and intrinsic value
What about the profit numbers then?

Well, start with the idea that what we as investors are
interested in is the cash flows we will receive from our
holding in the future - not what we got, or what
someone else got, in the past.

But reported profit numbers are backward looking!

So, then the question becomes, in the absence of a
perfect crystal ball, how can we get to our future-
orientated estimate from looking at the ‘facts’ available
to us now?

The facts being things like assets, proven earnings,
dividends and definite prospects.

The concept that Graham and Dodd used to link these
elements together is earning power.

Continued overleaf...
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Is earning power the average earnings of the past?

No, it is not, except in the cases where (a) the trend line
has been flat in the past, and, crucially, (b) that you have
sound reasons to expect the average is a dependable
guide to the future. You must present to yourself
plausible reasons for believing in your future path of
earnings.

Is it OK to estimate earning power by assuming a rising
(falling) trend in past earnings will continue
indefinitely?

Only if you have plausible reasons for this. Too many
share traders plump for an earnings trend expectation
without considering the key factors that can plausibly
justify their forecast. They are not doing security
analysis, they are speculating.

Here is an example Benjamin Graham and David Dodd
gave to illustrate the tendency of speculators to crudely
estimate value.

J.l. Case

J.I. Case was priced in the market at $30 in 1933. It had
net asset value of $176. No dividend was being paid.
Over the previous ten years earnings per share (EPS)
averaged $9.50, but a loss of $17 per share was made in
1932.

Should we take the average EPS and multiply by, say, ten,
to arrive at an intrinsic value of $95, over three times the
current price?

That depends on how representative past earnings

are. Is there a reliable trend for which we can find
plausible reasoning for linking the average of the past to
our expectations of the future?

In this case Graham and Dodd said that they could not
do this because they found the average was far from
representative of “typical conditions in the past or
representative of what may be expected in the future.
Hence any figure of ‘real’ or intrinsic value derived from
this average must be characterised as equally accidental
or artificial”.

The earnings per share numbers on which they based
this conclusion are:

1932
1931
1930
1929
1928
1927
1926
1925
1924
1923

6

Loss $17.40
Loss $2.90
$11.00
$20.40
$26.90
$26.00
$23.30
$15.30
Loss $5.90
Loss $2.10
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How do we get plausibility into our earnings trend
estimation?

Answer: by considering much more than the past trend
of earnings. A lot depends on the hard evidence of the
past combined with some qualitative factors, all feeding
into our considered estimate of “definite prospects”.
This is a big topic on its own and will require other
Investor Updates to explain.

However do not despair at the thought of increased
complexity; you need only to get to ball-park figures, or
as it has been so eloquently put by Graham and Warren
Buffett: “you do not need to weigh a large man to know
he is fat!”

We’ll tackle the ball-parkiness issue in the Investor
Insight, “Adequate intrinsic value is good enough”, along
with some intrinsic value estimated ranges that Graham
and Dodd came up with.

Dr Glen Arnold, PhD.
BSc Econ (Hons)

Investment Manager

Glen is a member of the Investment Committee
at Henry Spain Investment Services. An
investment and thinker, he has authored the
UK's best-selling investment book {The Financial
Times Guide to Investing) alongside titles on
value investing (The Financial Times Guide to
Value Investing) and investment trailblazers (The
Great Investors, The Deals of Warren Buffett). In
2013 Glen swapped his professorship to become
a full-time investor.




Important Information:

Henry Spain Investment Services (‘Henry Spain’) brings the following important information to your attention,
which you should read closely. If you have any questions on the below please ask your Henry Spain Wealth
Manager:

At Henry Spain we hold concentrated positions in companies in which we have the highest degree of conviction.
Capital is always allocated to our best ideas while at the same time seeking to avoid outcomes that would result in
a permanent loss of capital. This means that upside return benefits and downside risks for the portfolio may be
more affected by the returns and market sentiment towards individual companies than in more widely diversified
portfolios, which is sometimes referred to as greater ‘volatility’.

Where we hold positions for our clients which in aggregate are more than 10% of the shares in issue of a company,
our concentration may mean that it will require us more time to sell and realise cash in respect of positions we
decide to liquidate. This means that if you were to instruct the liquidation of your entire portfolio, it might take
longer to realise cash in respect of such positions than others in your portfolio and that the price might be affected
by that liquidation process.

At times, portfolios may have exposure to smaller companies including stocks listed on the Alternative Investment
Market (AIM) which are less liquid. Upside returns and downside risks may be greater than those of larger
companies. In times of market or company-specific stress, it may be harder to trade stocks than at other times.
This includes the possibility that a company (no matter the size) or fund may have had its trading suspended by
exchanges or other authorities, or subject to lock up. This means that we may not be able to liquidate a position in
part or in whole in order to release cash into your portfolio and/or meet a redemption request due to
circumstances beyond our control. Under certain circumstances it may be necessary to transfer an existing position
out to you or an alternate provider.

Henry Spain may invest its own money in stocks which are also part of client portfolio holdings. This may include
having a material interest in such companies. We will always ensure that client trades are prioritised over any
Henry Spain trades. The Personal Dealing Supervision Team acts to ensure that clients will not be disadvantaged
and are fairly treated and adheres to our Conflicts of Interest Policy and Aggregation and Allocation Policy. Details
of positions will change over time but should be assumed to be any position in client portfolios. Details are
available on request, as are details of our conflicts of interest handling process.

We may be appointed as a Board member (such as a Non-Executive Director) in smaller companies where client
interest is significant and we believe that it is in the best interests of shareholders and clients for us to be able to
exert influence on company management in order to target better returns for shareholders and our clients. A
Board member may have access to non-public price sensitive information from time to time. We and the
underlying company typically manage this by stringent application of “closed periods” where we and company
senior employees are only permitted to trade in specific open windows to ensure that trades are not placed in
breach of any Market Abuse or comparable rules.



TOM SPAIN DIRECTOR, CHARTERED WEALTH MANAGER AND STOCKBROKER

Henry Spain Investment Services

49 High Street, Market Harborough, Leicestershire, LE16 7AF
01858 898023

3 Church Passage, Oakham, Rutland, LE15 6DR
01572 897510

Email: info@henryspain.co.uk | www.henryspain.co.uk

DISCLOSURE
Risk Warnings: Past performance is no guarantee of future results. Certain investments carry a higher degree of risk
than others and are, therefore, unsuitable for some investors. The value of investments, and the income from them, can
go down as well as up, and you may not recover the amount of your initial investment. Where an investment involves
exposure to a foreign currency, changes in rates of exchange may cause the value of the investment and the income
from it, to go up or down. Opinions constitute our judgement as of this date and are subject to change without warning.
Neither Henry Spain nor any connected company accepts responsibility for any direct or indirect or on sequential loss
suffered by you or any other person as a result of your acting, or deciding not to act, in reliance upon any information
contained in this brochure. Before contemplating any transaction, you should consider whether you require any advice
from a financial adviser which we would be happy to provide. Tax benefits and allowances described in this brochure are
based on current legislation and HM Revenue & Customs practice and depend on personal circumstances. These may
change from time to time and are not guaranteed. This is a financial promotion.
APPROVED FOR CLIENT USE
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