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To our Unitholders:

At SGF we take a long term view, informed by our knowledge 
of investment history and market cycles. 
Our approach to value investing is driven by this perspective 
which results in a portfolio of companies that we believe is 
well positioned for the long term.



Mr. John Sampson

Portfolio Manager

Strategic Global Fund      
ARSN 613 886 392 APIR OMF0027AU 

Summary

Structure: Global Equity Fund, unhedged 
Minimum investment: $20,000
Unit valuation: Monthly, Sydney Business Day 
Period: 1 January 2017 to 30 June 2017
Base currency: AUD
Performance measure: Time Weighted Return 
Performance for the period1: 4%

1. The performace figure is net of all fees and expenses

Cumulative Performance 

Top 10 Positions

COMPANY INDUSTRY
Fu Shou Yuan International (1448) Consumer Non-Cyclicals

IndustrialsPhilly Shipyard (PHLY)
Blackstone Group LP (BX) Financials
Grupo Financiero Galicia-ADR (GGAL) Financials
Nexstar Media Group Inc (NXST) Communications
Sberbank PJSC-Sponsored ADR (SBER) 
EQT Corporation (EQT)
Grupo Supervielle (SUPV)
Vista Outdoor Inc (VSTO)
Graphic Packaging Holdings (GPK)

Financials 
Oil and Gas 
Financials 
Consumer Cyclicals 
Industrials

Allocation by region 

REGION 30 JUNE 2017
Asia 11%
Europe 23%
North America 49%
South America 18%

As at 30 June 2017

Disclaimer: The responsible entity for the Fund is One Managed Investment Funds Limited (ACN 117 400 987) (AFSL 297042) (“OMIFL”). The information contained in this document was not 
prepared by OMIFL but prepared by other parties. All of the commentary, statements of opinion and recommendations contain only general advice and have not taken into account your personal 
circumstances. This report contains general financial product advice only. Any investment in the Strategic Global Fund or OMIFL products need to be made in accordance with and after reading 
the Product Disclosure Statement and Additional Product Disclosure Statement dated 14 October 2016. The opinions, advice, recommendations and other information contained in this report, 
whether express or implied, are published or made by JBS Investments Australia Holdings Limited (JBS) in good faith in relation to the facts known at the time of preparation. Information is 
current as at 30 June 2017. Past performance is not indicative of future performance.
Limitation of liability: Whilst all care has been taken in preparation of this report, to the maximum extent permitted by law, neither JBS or OMIFL will be liable in any way for any loss or damage 
suffered by you through use or reliance on this information. JBS and OMIFL’s liability for negligence, breach of contract or contravention of any law, which cannot be lawfully excluded, is limited, 
at JBS’s option and to the maximum extent permitted by law, to resupplying this information or any part of it to you, or to paying for the resupply of this information or any part of it to you. 



Importantly, such unexpected events 
serve to reinforce SGF’s commitment 
to our investment philosophy and 
process. Investments will always carry 
short-term market risk that can never 
be completely eliminated by hedging 
or diversification. We seek to take 
advantage of the confusion caused by 
a crisis. The nature of our investment 
approach provides us with a distinct 
advantage: we are able to invest patiently 
with a long-term perspective, often 
holding through a crisis. We pair this 
approach with thoroughly assessing and 
analysing each company we hold in the 
portfolio. The goal is not just to generate 
satisfactory returns but to do so with a 
minimal risk of permanent loss.

For our inaugural report, we thought 
it would be a useful exercise to review 
the guiding principles that drive our 
investment philosophy. In simple terms, 
our approach can be summarised as 
making concentrated investments in 
high-quality, well-managed companies 
that we purchase at large discount to what 
a sensible business person would pay. 

High quality
What makes a high-quality company? 
In assessing this question, we look for 
companies that:

• sell a product or service for which
there is stable and recurring demand

• enjoy limited competition
• possess a strong market position with 

the ability to raise prices
• generate high returns on equity and

significant free cash flow

Companies that share the above 
characteristics enjoy a far greater 
degree of control over the destiny of 
their future profits. Our focus when 
evaluating companies is always on the 
free cash flow that they generate rather 
than accounting earnings which can 
be manipulated. Many investors would 
avoid horrible mistakes if they ensure 
that the companies they own generate 
cash flow rather than just accounting 
profits - Dick Smith Electronics and 
Slater & Gordon in Australia are prime 
examples and we can name other 
companies playing similar accounting 
games. An ideal company for the Fund 
has a near monopoly like position in 
its industry with ample pricing power 
- our current holding in NCSP, the 3rd
largest port company in Europe, is a
perfect example (which we receive a
18% dividend yield on).

The impact of recent events such as the election of Trump, Chinese economy jitters and 
other drama demonstrates the potential severity of market risk and how it is difficult 
to project. Investors tend to overestimate current worries as insurmountable problems 
that will never be solved. This is nothing new. Back in the 1898, the first international 
urban planning conference was held in New York. It was abandoned after only three 
days because none of the delegates could see any solution to the growing crisis caused 
by horses in the city and their output. The Times of London estimated that in 50 years’ 
time: “every street in London would be buried under 9 feet of manure”. This crisis 
obviously passed and, in a similar manner, the crisis of today will not be tomorrow’s worry.

Disappearing patience

The average amount of 
time that investors hold 
shares for has continued 
to decline:

8 years in 1960
4 years in 1980 
1 year in 2000 
4 months today 



     
Another key aspect we look for 
is management teams that 
allocate capital sensibly. We can 
name numerous companies that have a 
wonderful business but the true 
benefit of this business is never 
completely shared with 
shareholders because of 
management’s capital misallocation. 
In the typical example, 
management become careless with 
acquisitions, paying too much or 
'deworsifying' by buying poor 
quality businesses. Google is one of 
the greatest businesses in the world 
and, through the abundance of riches 
its core business has created, 
Google has consistently 
demonstrated terrible capital 
allocation. It is all too ready to back 
moon shots that have limited 
prospects of delivering decent returns 
to shareholders1. 

Attractive valuation

The problem with high 
quality companies is that they 
typically trade at high prices that are 
unattractive to us. A great company 
bought at too high a price is not a 
great investment! Our approach is to 
purchase great companies when they 
are going through a period of transition 
and are cheap enough to offer 

an attractive return.  This typically will 
involve bad news of some kind. For it is 
only when a company suffers 
some short-term setback that its 
shares will trade at a cheap price. By 
purchasing at a discount we seek 
to derisk the investment as well 
as provide for significant upside.

In the investing world 
ultimately valuation matters a great 
deal. Our investments are always 
based on a comparison of their 
cost to us versus what we call their 
intrinsic value. What we mean by 
intrinsic value is what a smart 
businessperson would pay for the 
business using normalised earnings. 
Over time capital is attracted to 
the most undervalued assets. We 
will not purchase shares unless we 
can identify the reason for the 
mispricing. If you do not understand 
this, you will be unable to assess what 
will make the mispricing go away. Often 
in the situations we look for there is a 
complex corporate event or some 
form of business crisis that has 
occurred. The key is to 
distinguish between a temporary 
problem and a permanent one.

1. Shareholders of Google have of course 
enjoyed fantastic returns despite the record of poor 
capital allocation. This is further testimony to the 
quality of Google’s core business. We’re left to 
imagine how amazing the returns would have been 
had disciplined capital expenditure occurred.

Price fluctuations caused 
by too much of a fixation 
on achieving short-term 
results open up exciting 
opportunities for long 
term oriented investors 
such as our firm.



We think that the above story contains 
an important message to value investors. 
Being an inside zebra doesn’t appeal to us 
as long-term investors. Value investors 
in simple terms buy when a stock is 
too cheap and sell when the market 
price climbs closer to the true value of 
the company. Many professionals these 
days talk about value investing but 
there are in practice very few who do it 
successfully. The simple reason for this 
is that like the outside zebras it can be 
an uncomfortable position to be a value 
investor. At SGF we’re totally committed 
to value investing.

Many fund managers deal with the 
complexities of investing by reverting 
to concentrating on the larger 
companies within a large index. This is 
of course a lot easier than attempting 
to understand companies with smaller 
market capitalisations that are less 
followed by analysts. This 
approach, favoured by the majority 
of institutional investors, likely 
leads to closely following the 
underlying share index, 

Zebras have the same problem as institutional portfolio managers. First, both seek 
profits. For portfolio managers, above average performance; the zebras, fresh grass. 
Secondly, both dislike risk. Portfolio managers can get fired; zebras can get eaten by lions.
If you are a zebra, and live in a herd, the key decision you have to make is where to 
stand in relation to the herd. The aggressive zebras, on the outside of the herd, eat much 
better. Those in the middle see only grass which is half-eaten or trampled down.
A portfolio manager for an institution such as a super fund cannot afford to be an 
outside zebra. For them, the optimal strategy is simple: stay in the centre of the herd  
at all times. As long as he continues to buy the popular stocks he cannot be faulted.  
But on the other hand, he cannot afford to try for large gains on unfamiliar stocks 
which would leave him open to criticism if the idea fails.2

“To buy when others 
are despondently selling 
and to sell when others 
are euphorically buying 
takes the greatest 
courage, but provides 
the greatest profit.” 

John Templeton

often referred to as closet-indexing. 
Other institutions revert to following 
recent news which often leads to 
momentum investing where the latest 
fads and fashion become favourite 
stocks. Both approaches obviously have 
their downside. 

Diversification has now reached an 
extreme level with many investors  
favouring ETFs and index fund 
products. We recently wrote an article 
on the dangers of ETFs and a copy is 
included in the Appendix to this 
Report. Extreme diversification 
guarantees you the average 
performance of the market. This is a 
perfectly acceptable strategy in recent 
years as overall markets have risen. 
However, we believe this is an unusual 
occurrence historically. The current 
bull market has run for 8 years now in 
the US, making it one of the longest 
running equity bull market in history. In the 
face of this, we believe that great value can be 
added by choosing a limited number of 
exceptional investment opportunities rather 
than relying on overall markets to continue 
to rise.

2. Paraphrased from a quote by Ralph Wanger 
appearing in John Train, The Money Masters, 
Harper & Row, New York, 1989.



Like any other investment style, there 
will be times where our value based 
approach will be out of favour and 
underperform for a period of time. 
We are comfortable with it and remain 
confident that it should deliver superior 
investment returns over the long-term. 

Our investment style is naturally risk 
adverse. We have taken a very cautious 
approach to building out the portfolio of 
the fund as is reflected in our very high 
cash balance (34% as of the end of last 
quarter, down to 15% at present). This 
large cash cushion will be deployed over 
the coming months and we have recently 
identified some exciting investments. 
We don’t like to hold a lot of cash, but 
that is always preferable if we have not 
found investments that meet our strict 
criteria. 

SGF is opportunity driven. Our global 
mandate means that we have no bias 
in terms of investing in a particular 
sector or country. We have mixed views 

regarding the share market at present. 
Many markets trade at prices which 
imply great future progress occurring 
which may not eventuate. At the same 
time, we can find sufficient areas that 
appear misunderstood that are keeping 
us busy searching for opportunities. 

As our approach is global we feel that 
there is always a bargain to be had 
somewhere! Our current holdings range 
from a large U.S. outdoor products 
company, one of the World’s most 
profitable banks in the form of Sberbank, 
to the downright icky - Fu Shou Yuan 
International Group Ltd, the largest 
funeral company in China. All share a 
common trait: world-class businesses 
purchased at attractive valuations. We 
discuss two holdings below in more 
detail.

“If you want to have a  
better performance than 
the crowd, you must do 
things differently from  
the crowd.”  

John Templeton



Selected portfolio holding: 
Blackstone

The Fund holds a position in Blackstone, 
one of the world’s leading investment 
firms with $371B under management. 
The four categories of financial products 
it offers t o i nvestors a re P rivate E quity 
Funds, Real Estate Funds, Hedge Funds 
and Credit Solutions. Blackstone has 
experienced great success in raising 
capital for its funds, having raised 
more than $200 billion from 2005 to 
2015. Blackstone’s management fees 
are typically between 0.5% and 2% with 
performance fees of between 15%-20% 
of gains above a hurdle rate for the 
individual fund. 

The thesis underpinning our position in 
Blackstone is as follows:

• Blackstone’s excellent investment
returns have created significant client
demand to invest in its funds.

• Blackstone has ample room to grow
from recently launched products and
the opportunity to cross-sell more
products to current institutional
clients.

• Blackstone’s fee related earnings
(FRE), should grow a double-digit
compounding over the next few
years. Blackstone’s FRE, its net
cash and investments should limit
downside for the stock at $21/share.

• Along with the increasing FRE, the
performance fees should enable net
economic income and distributable
earnings to grow significantly over
the next few years.

EPS for the year 2016 was $2.00 based 
on economic net income (our estimate 
was $1.96). We forecast EPS of 2.90 in 
2017 and 3.20 in 2018. At the current 
valuation Blackstone is trading at 7.8 
times our 2018 EPS estimate, and it 
would trade 11.3 times at the target 
price of $39.

We consider our estimate conservative 
and conclude that Blackstone’s shares 
are undervalued at the current market 
price. Our valuation analysis gives 
upside of 60% to our 2 year target 
price of $39.  

$371 BILLION
ASSETS UNDER 
MANAGEMENT

• Private Equity
• Real Estate
• Hedge Fund Solutions
• Credit



Selected portfolio holding: 
American Axle Manufacturing

SGF holds a large position in American 
Axle Manufacturing (AXL) which is 
a Detroit-based supplier that makes 
highly engineered automotive products 
such as axles, drive shafts, steering 
components and other car components3. 
AXL survived the GFC without going 
bankrupt unlike many of its competitors 
and customers. In April of this year 
the company acquired Metaldyne 
Performance Group (MPG). We viewed 
this as a positive strategic move which 
diversified its customer and product 
base away from its largest customer, 
General Motors. The size and timing 
of the acquisition however caused 
investors concern and the share price 
decline significantly.

The fund seized the opportunity to 
acquire shares in the company at a 
very attractive valuation.  Based on a 
conservative outlook for U.S. auto sales 
our purchase price equates to a 28% 
free cash flow yield and a forward P/E 
ratio of 4x. Contrast this to the current 
average P/E of 16x in the U.S. market. 

Historically, one reason that the company 
traded at a discount to its competitors 
was that over 67% of its sales came from 
GM. Following the acquisition of MPG 
however, the company will no longer be 
over-concentrated in GM. As a result, its 
shares should trade on multiples closer 
to its competitors which typically trade 
at twice AXL’s valuation. 

As this gap closes we envisage the 
shares doubling over the next two 
years.

3. The position was established subsequent to 30 
June 2017.

Global leader in the  
design, engineering and  
manufacturing of driveline, 
metal forming, powertrain 
and casting technologies 
for automotive, 
commercial and industrial 
markets.



How do you spend $1 billion in a day (every day)?
The ETF spending spree

Danger in the current market resides prominently in what feels the safe to most; passive investments in the form of index funds and 
exchange-traded funds (ETFs1). The passive funds versus actively managed funds debate has raged on with a general consensus view 
supporting the school of thought that investors are better off in cheaper options. This viewpoint argues that it is better to hold a large 
basket of stocks, as there is no value in individual investors picking individual shares. Large amounts of money have followed this 
view with inflows into US equity ETFs alone reaching a record of US$15 billion per month in the last 5 months. Founder of index 
fund pioneer Vanguard, Jack Bogle, warned his staff about the dangers of being too large, as his firm’s assets crossed the $8 bi llion 
mark. Today, that number stands at $4.4 trillion!

It strikes us as an odd proposition that there can be no advantage in doing the difficult wo rk of  understanding wh at underpins a 
business and ascertaining a suitable valuation. If you take the passive investing concept to a theoretical extreme, you will be left with 
a handful of shareholders who actually read the annual report and reach a view on the inherent value of the business. All remaining 
shareholders will simply follow the lead of this small group. Although they may exercise great effort in other aspects of their lives, 
investing is deemed too hard, hence no effort made.

Coming back to Vanguard, in the last three calendar years, investors put $823 billion into Vanguard funds. Since the start of the year, 
investors have put $1 billion in Vanguard funds per day! And where does that money go? What process dictates the allocation of so 
much capital? Simply put, how does Vanguard spend $1 billion every day in the stock market? New money is simply allocated based 
on float. To pick a bond ETF as an example, the more indebted the company, the more money will be allocated to it by the ETF. No 
account is taken of the valuation or balance sheet of the issuing company. When Petrobras, possessing already precarious finances, 
issued more bonds, the ETFs had to buy more. When Vanguard’s traders allocate $2 billion daily into stocks price discovery is not 
part of the process. As there is no consideration of price, this buying represents artificial demand. By its nature this buying is divorced 
from underlying business fundamentals.

The ‘don’t try to pick stocks yourself ’ view is reaching the point of becoming a crowded bandwagon. It is at the point when the idea is 
most widely accepted that it becomes most dangerous. By then the concept has a demonstrable history of success and more investors 
crowd the trade. For a time this will be self-reinforcing, as more money is added to the same stocks, which in turn adds to the 
momentum of what has worked recently. For the anointed ETF constituent stocks fundamental problems will be papered over - 
for a time. Examples abound of businesses, such as McDonald's, whose fundamentals have deteriorated significantly over the time 
period during which ETFs have risen to prominence. An objective analysis of this business shows that earnings growth has slowed as 
consumers move to healthier choices and that its valuation should have significantly decreased. And yet, its price has moved higher 
in lockstep with ETF buying.

After a time, as history has repeatedly shown, the end will be an unhappy one for later arrivals. Add to this mix the prospect of further 
global interest rate rises and an expensive US stock market (trading on a cyclically adjusted P/E of 28x). The current valuation level 
has been exceeded only twice in US markets - in 1929 and the dot- com bubble era. Putting it together, you have a recipe for coming 
trouble exacerbated by the less than entirely rational capital allocation processes of the ETF industry.

1 ETF or exchange traded fund is a marketable security that tracks an index, a commodity, bonds or a basket of assets like an index fund. 
Unlike mutual funds, an ETF trades like a common stock on a stock exchange.
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