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Good Companies Don’t Always Make Good Investments

This article by MOI Global instructor Dominic Fisher has been excerpted from a letter
of Thistledown Investment Management.

One of our investments, Kulicke and Soffa Industries, supplies capital equipment to electronic
chip manufacturers. It recently held an analyst’s day. The company discussed its business
objectives for the next three years. It then presented a range of profits for 2021. These
suggest the share price should be around $48 today, against $27. (See reasoning below) The
first investment in Kulicke and Soffa was in April 2015 at $14 by October 2015 the price had
fallen 40%, and the fund trebled its investment. In March 2016, I presented the company to
investors in Madrid. The presentation bombed. Three attendees told me what a mistake it
was to present it. I saw a company with a dominant market position in a growing but mature
industry, stable gross margins through industry cycles and a balance sheet full of cash. They
saw a cyclical company, where profits had fallen 75% in the last two years, which had no
plans to return money to shareholders and was making low returns on invested capital.

Another investment in the fund is Svenska Handelsbanken. The bank has a unique business
model, and as a customer, I know how good it is. The bank has been particularly good at
avoiding crises; its competitors have been bailed out by shareholders or the Swedish
government, it has not. It has high returns on capital, barely recorded losses in the financial
crisis and is the most highly regarded bank by customers in all its markets. I presented this
bank to a conference in the summer of 2015 as a high-quality investment, which it is. My
presentation was well received. The price has since fallen around 30% to the same level as
five years ago.

Most investors want to buy good quality businesses, but if the quality is evident the price
reflects it, and future returns are likely to be unexciting. The opposite also applies. I think the
quality of the leading technology companies is evident today; the prices reflect this and
future returns will be low.

K&S Simple Model

The company forecast earnings in a range of $4 to $4.75 by September 2021 at its July 10th
analyst day.

If this is achieved earnings will have risen by over 20% per annum since 2018 as new
applications for vehicles, lighting add to a growing core business.

I believe investors will be prepared to pay a market multiple for those earnings. Today that
would be 17 times. Using the low profit forecast investors should pay 17 times $4 = $68 in
September 2021.

Discounting that value at 10% to today gives a price of $48.

Clearly any number of things can turn out differently, but this is the basic logic.
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Disclaimer: The information in this report is presented by Valu-Trac Investment Management
Limited using all reasonable skill, care and diligence and has been obtained from or is based
on third party sources believed to be reliable but is not guaranteed as to its accuracy,
completeness or timeliness, nor is it a complete statement or summary of any securities,
markets or developments referred to. The information within this report should not be
regarded by recipients as a substitute for the exercise of their own judgement. The
information in this report has no regard to the specific investment objectives, financial
situation or particular needs of any specific recipient and is published solely for informational
purposes and is not to be construed as a solicitation or an offer to buy or sell any securities
or related financial instruments. In the absence of detailed information about you, your
circumstances or your investment portfolio, the information does not in any way constitute
investment advice. If you have any doubt about any of the information presented, please
consult your stockbroker, accountant, bank manager or other independent financial advisor.
Value of investments can fall as well as rise and you may not get back the amount you have
invested. Income from an investment may fluctuate in money terms. If the investment
involves exposure to a currency other than that in which acquisitions of the investments are
invited, changes in the rates of exchange may cause the value of the investment to go up or
down. Past performance is not necessarily a guide to future performance. Any opinions
expressed in this report are subject to change without notice and Valu-Trac Investment
Management Limited is not under any obligation to update or keep current the information
contained herein. Sources for all tables and graphs herein are Valu-Trac Investment
Management unless otherwise indicated. The information provided is “as is” without any
express or implied warranty of any kind including warranties of merchantability, non-
infringement of intellectual property, or fitness for any purpose. Because some jurisdictions
prohibit the exclusion or limitation of liability for consequential or incidental damages, the
above limitation may not apply to you. Users are therefore warned not to rely exclusively on
the comments or conclusions within the report but to carry out their own due diligence before
making their own decisions. Unless otherwise stated Equity Market price indices used within
this publication are sourced or derived from data supplied by MSCI Inc 2018. Valu-Trac
Investment Management Limited and its affiliated companies, employees of Valu-Trac
Investment Management Limited and its affiliated companies, or individuals connected to
them, may have or have had interests of long or short positions in, and may at any time
make purchases and/or sales as principal or agent in, the relevant securities or related
financial instruments discussed in this report. © 2018 Valu-Trac Investment Management
Limited. Authorised and regulated by the Financial Conduct Authority (UK), registration
number 145168. This status can be checked with the FCA on 0800 111 6768 or on the FCA
website (UK). All rights reserved. No part of this report may be reproduced or distributed in
any manner without the written permission of Valu-Trac Investment Management Limited.
Valu-Trac™ is a registered trademark.


