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From the Presidents 
To our members:
What a bumper start to the year we have had! Over the last two 
semesters, we have aimed to build on the success of the Club’s 
previous leadership teams, putting on events seeking to educate 
members about investing and the broader business environment. 
This is the penultimate edition of the Bulletin which will be 
published under our tenure as Co-Presidents, and we are proud to 
have organised a series of great events during our term. Highlights 
include Investing 101, presentations from seasoned investors, the 
Equities Research Challenge which saw 4 delegates selected to go to 
Hong Kong, and this semester’s Stock Pitch Competition where the 
grand prize was $2000 cash. Looking ahead, the Club looks set to 
grow and prosper with a new cohort of leaders coming through, and 
our network of distinguished professionals we have access to for 
speaking events is ever growing. None of this would be possible 
without the huge support we get from our committees and our 
network of alumni. 

There has never been a more interesting time to be interested in the 
stock market and finance so get involved. We look forward to seeing 
you at our next event! 

Benjamin Wedd and Elizabeth Vincent
Co-Presidents 2014-2015 

From the Chairman 
The Investment Committee had a busy year in Semester 2 2014 and 
Semester 1 2015. The highlights of the year were the introduction of 
Open Investment Committee Meetings, and a number of Club 
pitches for companies around the world (New Zealand, Switzerland, 
Australia, USA). Nestlé, Nike, Greencross Health and Microsoft 
were voted to be purchased by IC.

I was pleased to see the investing knowledge of both the 
Investment Committee, and the members who assisted on pitches, 
progress at a rapid rate. Five people who greatly assisted the 
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Investment Committee over 2014-15 deserve special mention, and 
they were: the two Co-Presidents, Ben Wedd and Elizabeth Vincent, 
and the advisers on the Investment Committee, Joel Surges, George 
Donaldson and James Viggiano. 

If you want to get more involved with the Investment Committee, 
feel free to email us with investment ideas or information, at 
investments@uaic.co.nz.

Jasjit Grewal
Investment Committee Chairman 2014-15 

UAIC Lifetime 
Membership Awards 
In March 2015, the UAIC awarded life memberships to two past 
Presidents, Chuck Slogrove and Joel Surges, who played an 
instrumental role in the Club's early years, and put in place many of 
the elements which are integral to the Club today.  Without Chuck 
and Joel and the teams they led, the Club would not exist in its 
current form.

Chuck Slogrove 
Chuck joined the Club in his first year at university, and was elected 
President in his second year. Chuck then served as Chairman in his 
third year. Despite finishing university, Chuck has continued to be 
involved with the Club.

While he would be the first to admit that others are more 
knowledgeable about investing in securities than he is, Chuck 
brought excellent marketing, entrepreneurial and leadership skills to 
the role, along with a strong work ethic.  

When Chuck became President, he inherited an "under managed" 
situation. Chuck reorganised the Club structure, forming the 
Executive and Investment Committees. He also recruited some of 
the most able students in the Business School into leadership 
positions, including Nick Mar, Joel Surges, George Wroe and James 
Viggiano.

During Chuck's presidency, the number of members more than 
doubled. Key initiatives included establishing the $125,000 
Investment Committee fund, and launching the Bulletin, the Club 
magazine which contains articles on investing, finance and news 
about the Club. Chuck was also responsible for stepping up the 
events schedule, increasing the number of guest speakers and 
introducing valuation tutorials.  

Chuck became involved in the Club because he was keen to learn 
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Editorial 

The first half of the year is 
proving an eventful time, both for 
the Club and the global 
community. During this first 
semester, the Club was fortunate 
enough to welcome Stephen 
Hudson (Head of Research at 
Macquarie NZ), Arie Dekker 
(Head of Research at First NZ), 
John Cobb (Ex-CEO at Goldman 
Sachs JBWere) and Raymond 
Webb (Vice President of 
Investments at PICO Holdings 
Inc.) to judge the ever popular 
UAIC Stock Pitch Competition, 
which grows with every passing 
semester as universities from 
around the country clamour to 
participate. A review of the 
competition from the judges is 
included in this edition.  

It should also be mentioned that 
Raymond Webb gave another 
excellent presentation during the 
first half of the semester, and 
many new members were able to 
benefit from his knowledge and 
experience.  

 The Investment Club also hosted 
Ross Hunt (Portfolio Manager, 
Fixed Income and Cash) and Ian 
Cox (Australasian Head of Fixed 
Income and Cash) from the ANZ 
Global Wealth team, who gave a 
wonderfully in-depth talk on 
bonds which gave members an 
excellent breadth of 
understanding about investing 
and monitoring the fixed income 
markets. A summary of their talk 
is available through the UAIC 
Facebook page.

mailto:investments@uaic.co.nz
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how the stock market worked, and this didn’t appear to be covered 
in Finance classes. He helped to develop the Club’s inclusive nature, 
where any student from any faculty with any knowledge level, who 
was interested in investing, was welcome in the Club.

Chuck's ability to build relationships with everyone is one quality 
which made him such a good leader. Chuck would often speak to 
every single attendee at events that were held, and continually 
worked to ensure that the Club delivered increasing value to the 
members. 

Since leaving university, Chuck has continued to attend UAIC 
events, provide advice to the Executive where needed, and help to 
formulate the Club's strategic decisions. The Club is very fortunate 
to have Chuck so involved, and would like to thank him for all he 
has done.

Joel Surges
2015 marks Joel Surges's sixth year of involvement with the Club.  
Joel joined in his first year at university, was elected Vice President 
in his second year and President in his third year, acted as an 
Advisor to the Investment Committee in his fourth and fifth years, 
and has been a guest speaker in his fifth and sixth years.

During his term as President, Joel secured high profile guest 
speakers, John Key and Owen Glenn, which raised awareness of the 
Club on campus.  Joel and Chuck were responsible for the 
establishment of the $125,000 investment fund, and created the 
UAIC Scholarships program.

Throughout Joel's involvement with the Club, one aspect has been 
consistent - his selflessness. In all of his Executive and Investment 
Committee roles, Joel worked tirelessly on the Club, and would 
often put the Club and others ahead of himself. Many people will 
have met Joel at UAIC events, where he would speak to new 
members and immediately make them feel welcome. Joel has always 
been more than happy to help members understand investing 
concepts whenever called upon. The highlight of this aspect of his 
involvement was undoubtedly the Investing 101 event in 2014, 
where Joel gave one of the best run-downs on value investing that 
you'd hear anywhere, to a packed audience.  Everyone should read, 
and periodically re-read, Anthony Wiseman's summary of Investing 
101 in the October 2014 Bulletin.   

Joel has honed his investing mind through reading an incredible 
amount about investing and successful investors.  Joel has linked 
some of the investing resources he thinks will help members on the 
Club website.

Joel is an avid reader and constantly looking to learn more in various 
fields, epitomising what Charlie Munger calls a multi-disciplinary 
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Later this week the Club will be 
hosting Dr. Don Brash (Chairman 
of the Industrial and Commercial 
bank of China, NZ), who has 
generously agreed to share his 
career experiences with 
members in what should prove to 
be a most informative 
presentation.  

In the run up to the AGM, the 
Bulletin team looks inwards and 
provides you with words of 
wisdom from our Co-Presidents 
Ben Wedd and Elizabeth Vincent 
and our Investment Committee 
Chairman Jasjit Grewal, as well as 
profiles on the winners of the 
2014 UAIC Scholarships and the 
UAIC Lifetime Membership 
Awards.  

James Viggiano has written an 
excellent summary of a 
conference call between six 
members of the UAIC and Mr. 
Mohnish Pabrai, a name which is 
no doubt familiar to many of our 
readers. Included are a number 
of terms of investor jargon which 
members should familiarise 
themselves with as they look to 
enter into careers in the financial 
industry. 

Foss Shanahan has provided an 
insight into the prestigious 
Graham & Dodd Breakfast, which 
he was privileged enough to 
attend in 2014. To top it off we 
have an excellent profile of the 
late and great Irving Kahn, a 
disciple of Benjamin Graham and 
the Chairman of Kahn Brothers 
Group Inc. Mr. Kahn was famous 
as the oldest investor on Wall 
Street, working right up to his 
death at the age of 109.  
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education. To enable members of the Investment Committee to 
expand their knowledge through reading classic investment texts, 
Joel came up with the idea of creating the Investment Committee 
library in 2014, and helped to select the books.  

Joel is a classic value investor, aspiring to emulate the type of 
investing success experienced by Warren Buffett in the days of the 
Buffett Partnership, before he took control of Berkshire Hathaway, 
Inc. in 1965. At that time, Buffett could be "market cap agnostic" 
and buy stocks of any size which were "cheap" and undervalued. 
With a solid knowledge base in place, Joel is moving into his next 
phase as an investor, where experience will be the best teacher. At 
Investing 101, Joel stated that he welcomes and relishes mistakes, as 
these are inevitable in investing, and can be the best way to keep 
learning, provided that the size is manageable and lessons are 
learned so that the same mistake is not repeated.               

During his time with the Club, Joel also wrote several articles for 
the Bulletin, a number of which were shortlisted for the year's "Best 
Article" prize. For the article he co-authored on Nestlé S.A. in 2014, 
and to recognise his enormous contribution to the Club, Joel 
recently received a second edition (1940) copy of the classic value 
investing text, "Security Analysis", commonly known by the 
surnames of its authors, (Benjamin) Graham and (David) Dodd. 
Investing luminaries, including Warren Buffett and Mohnish Pabrai, 
say that the second edition is the best, and original copies now trade 
as collectibles. 

Overall, the Club would like to thank Joel for his selfless service and 
commitment. The Club is incredibly fortunate to have such a 
dedicated and intelligent investor serve the Club with such 
diligence.

UAIC Leadership Team 

UAIC 2014 Scholarships 
As the Annual General Meeting of the University of Auckland 
Investment Club approaches, so does the awarding of the 2015 
Scholarships. We take a look back now on the 2014 winners and 
their excellent advice for new members and those aspiring for 
leadership roles within the club.

Foss Shanahan 

Foss is completing a Bachelor of Commerce/Bachelor of 
Engineering (Honours) degree and is currently in his third year. He 
joined the UAIC in his first year, and his knowledge advanced so 
rapidly that he successfully applied for the Investment Committee, 
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As always, we finish off with the 
esteemed Blue Horseshoe 
column, which is penned by our 
anonymous contributor. In his 
edition, the column looks to 
provide insight into increasing 
shareholder value through share 
repurchase, certainly an 
important topic for any serious 
investor. 

Enjoy!  

Anthony Wiseman and 
Ben Butt



University of Auckland Investment Club First Edition, 2015

and became a junior analyst, in the middle of his first year. Foss 
hopes to inspire, and ignite a passion for investing in, other Club 
members.

How did you get involved with UAIC?
I got involved with UAIC at the beginning of my first year, as I 
always had an interest in investing and I wanted to meet new people 
with similar interests. I applied for the Investment Committee, and 
was lucky enough to be selected at the end of my first semester.

Why are you involved with UAIC?
I am involved with the Club as it provides an unrivaled source for 
learning about investing and progressing towards a degree in 
finance. 

How has being involved with UAIC helped you?
Being involved with UAIC means I have been able to communicate 
with people working in investment banking; this provides a great 
platform to launching a career in finance. It is also a great group of 
people, and I have made many friends from the Club.

What is one piece of advice you have for members wanting to 
get more involved?
One piece of advice I would give to members wanting to be more 
involved is to step out of your comfort zone and talk to Committee 
members at the UAIC events. I know how easy it is to go and keep 
to yourself, or talk to your friends, but really make an effort to talk 
to other people in the Club.  Everyone shares a common interest 
and more likely than not you will get on well. 

Vernon Sequira 

Vernon, a Bachelor of Commerce/Bachelor of Property student, also 
joined the UAIC in his first year, and successfully applied for the 
Investment Committee mid-way through his first year.  Vernon has 
recruited many of his friends to the Club, bringing them along to 
Club events, and would like to spread the message about investing 
to his and other high schools.

How did you get involved with UAIC?
After finishing high school, my Economics teacher recommended 
that I join the UAIC, as I was already interested in investing. I 
signed up in first year and haven't looked back.

Why are you involved with UAIC?
I think it teaches you skills and builds your investor acumen. UAIC 
provided me with all of the tools I need to become a successful 
investor, and allows me to explore my interests. UAIC gave me 
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Profile: Irving Kahn 

Legendary value investor Irving 
Kahn, who died in February 2015 
at the age of 109, not only 
displayed longevity in age, but 
also in the investing game.  One 
thing that kept popping up in my 
Google searches was John 
Huber’s article on Kahn, where 
Huber comments “imagine being 
able to talk with someone who 
was 25 years old at the beginning 
of the Great Depression!”  I feel 
like he doesn’t really understand 
Kahn as it contradicts one of the 
main principles of both value 
investing and Irving Kahn’s 
philosophy: to not pay attention 
to the attitudes of the market. 

Born in 1905, until shortly before 
his death, Kahn still got up every 
day at 7 am to put in a good day’s 
work at the offices of Kahn 
Brothers on Wall Street, of which 
he is Chairman (and has been 
since he founded it with his sons 
in 1978).  “I’m at the stage in life 
where I get a lot of pleasure out 
of finding a cheap stock” said 
Kahn in an interview a few years 
ago, but let’s be honest, he was 
probably in that stage his whole 
life. 

In addition to managing a fund 
controlling over $700 million in 
assets, Kahn was also a Chartered 
Financial Analyst (in fact, he was 
one of the first to sit the exam), a 
co-founder of Financial Analysts’ 
Journal and a former director of 
several public companies, 
including Grand Union stores, 
King Country Lighting, West 
Chemical and Wilcox and Gibbs.  
Someone did well for himself.
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everything my degree couldn't. UAIC is great for learning from your 
peers; you bounce ideas off fellow members, which just adds to your 
knowledge and experience in the industry. 

How has being involved with UAIC helped you?
It's helped me get in contact with some very interesting people and 
allowed me to build strong networks with future colleagues and 
employers. In 2014, I was awarded the Scholarship and this helped 
substantially in allowing me to do an overseas exchange to Montreal 
next year. The talks and evenings put on by the Committee were 
awesome, and gave me a great opportunity in getting to know 
others in the Club. The clinics and guest speakers were very 
interesting; they each had their own philosophies and ideas. A 
highlight was getting to know how industry professionals think -- it 
prepares you for the world out there and allows you to engage with 
them better. Some of my most successful stock positions have come 
on the back of something I picked up from speaking to a guest 
speaker after an event.

What is one piece of advice you have for members wanting to 
get more involved?
PUT YOUR HAND UP FOR EVERYTHING. There are heaps of 
opportunities floating around the Club, and putting your hand up 
goes a long way in building lasting relationships with people you 
might be working with in the future. You never know who you will 
meet along the way and what exciting opportunities can stem from 
simply from attending an evening or helping out at the stalls. 

UAIC Leadership Team 

From the Judges 2015 
A record-setting 18 teams competed in the UAIC Semester 1 Stock 
Pitch Competition on April 8, 2015, presenting a Buy, Sell or Hold 
recommendation on Kathmandu Holdings Ltd. ("Kathmandu").

The judges were unanimous that the average quality of the 
presentations was higher than in 2014, and it was pleasing to see the 
number of first- and second-year students in the teams which 
advanced to the final round.

Here are a few things which some teams could improve on, to 
further lift the standard in the next competition. 

Introduce yourselves
Before starting the presentation, teams should give the team name 
and introduce each member, by first and last name.  This helps to 
build a rapport with the judges and the audience.  If the names of 
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So it should come as no surprise 
that Kahn, along with other value 
investing greats (Walter Schloss 
and Warren Buffett being among 
the most famous), was one of 
Benjamin Graham’s first disciples, 
being his second teaching 
assistant back when he was at 
Columbia University. 

The key to Kahn’s success in value 
investing was his contrarian 
philosophy: if he was buying a 
stock, and everyone else was also 
very excited in the stock, he 
asked himself what he was doing 
wrong.   

Let’s get started with his 
investment philosophy: you value 
investing nerds reading this will 
instantly recognise the typical 
rules he follows: 

✦  Buy a stock at a discount to its 
intrinsic value 

✦  Look at the fundamentals of a 
company before buying into it, 
as a share in a company is 
exactly that: a small piece of it 

✦  Look for companies where 
management owns a significant 
share so that they, too, are 
aiming for long-term 
performance 

✦  Focus on micro, instead of 
macro: don’t form an opinion 
of a company just based on 
news — sometimes bad news 
isn’t necessarily bad if you dig a 
little deeper 

There are a few things that 
differentiated him from the other 
value investing gurus though. 
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the team members are on the first slide, the names should be in the 
order that the team members are standing in, and will speak in.

Work with the most recent information
It was pleasing that so many teams took the main lesson from the 
2014 "From The Judges" article, and looked at the most recent half-
year results for Kathmandu, being the six months ended January 31, 
2015.

Kathmandu discloses a lot of information on recent trading to help 
analysts and investors.  For example, the Media Announcement 
accompanying the 2015 interim result stated that in the seven weeks 
to March 15, 2015 (just 3 weeks before the date of the competition), 
same-store sales had been "about 2% below last year on a constant 
currency basis".  That is very current data.

In addition to the half-year report package, there was some very 
useful information in the transcript of the results conference call 
held on March 24, 2015, which was posted on the Kathmandu 
Investor Relations website.  

Typically, results commentary and press releases contain very 
general information and gloss over strategic errors or anything 
which casts a company's management in a bad light, whereas there 
is more detailed and frank information in the slides for 
presentations or conference calls with analysts.

In particular, the conference call transcript revealed that:

1.  same-store sales (which is a critical measure for retailers) were 
negative in December 2014 and January 2015;

2.  Kathmandu had recently negotiated a new and larger 3-year 
banking facility; and

3.  the company recognises that strategic changes are required.  
The Acting Chief Executive Officer's comments were quite candid, 
most notably "we want to have greater confidence in the trading 
performance in Australia before we come back to accelerating store 
rollout" (translated into plain English: no new stores unless and 
until the return is there) and "the number of days where 
Kathmandu has been on promotion has increased ... the customer 
pattern has been to shop with us later in a campaign and await 
further discounts" (translated into real talk: we've trained 
customers to wait until things go on sale to buy them, and we've got 
to stop this because it's hurting our margins and gross profit). 

In the Media Announcement intended for general consumption, 
these changes were glossed over in press release-ease as 
"promotional activity has been modified".  

Teams which did not have the most current, and detailed, 
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Firstly, unlike Warren Buffett, he 
didn’t buy growth stocks.  At all.  
Even if they were GARP (Growth 
At a Reasonable Price) stocks.  He 
acknowledged that growth stocks 
like Coca-Cola have done 
wonders for Warren Buffett, but 
to him, they weren’t worth it.  
Look at it this way: if everyone 
anticipates and expects a 
company to have plenty of 
growth, surely it would already be 
factored into its price; so it’s not 
actually a bargain basement 
stock.  He preferred to go after 
stocks people think are terrible — 
typical contrarian style. 

To find his bargain stocks, Kahn 
had a good tip for a starting 
point: look for companies whose 
prices have just hit new lows.  Of 
course, some of the companies 
are rotten fruit, but sometimes 
they may have been unfairly 
dumped because of faulty 
perception. 

Another way he looked for 
bargain stocks is to look mainly at 
small- and medium-cap stocks.  
These stocks don’t usually have 
the attention of institutional 
investors as they are less traded, 
so there are more opportunities 
to find a gem. 

And secondly, he wasn’t against 
buying technology stocks.  At 109 
years old, he was the oldest 
investor working on Wall Street 
(even his two eldest sons had 
already retired) but he was willing 
to look at and learn anything 
new: the idiom “you can’t teach 
an old dog new tricks” was 
obviously wrong in his case.  In 
fact, he was even more eager to 
invest after a tech stock’s price 
had just crashed. 
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information from the conference call transcript put themselves at a 
considerable disadvantage.  In a competitive situation, where no 
more than two teams advance in each room, teams cannot afford to 
make factual errors (e.g., stating that banking facilities have not 
been renewed, or not knowing that same-store sales have turned 
negative), which show the judges that they have not been thorough 
and reviewed all of the most recent information.  

Calculating Net Tangible Asset Backing ("NTA")
Kathmandu's results announcement to the NZX and ASX stated 
that at January 31, 2015, NTA was $0.28 per share.

The formula is:

(Shareholders' Equity - Intangible Assets) / Shares on Issue

In Kathmandu's case, at January 31, 2015:

($293,629,000 - $236,290,000) / 200,876,000 = $0.2854.

Note that Kathmandu did not provide the exact number of shares 
on issue in the half-year result, so, for conservatism, take the highest 
number you can get, in this case the "weighted average basic 
ordinary shares outstanding".   

The dividend
In the first half of 2014, Kathmandu earned $11.4 million (diluted 
EPS 5.6c) and paid a 3 cps interim dividend.  In the second half of 
2014, Kathmandu earned $30.8 million (diluted EPS 15.2c) and paid a 
9 cps final dividend.

In the first half of 2015, Kathmandu had a dramatically worse result, 
with a Net Loss of $1.8 million (LPS 0.9c), yet the company 
maintained the interim dividend at 3 cps.

Generally, if a company makes a loss or EPS plummets, the dividend 
will only be maintained if the Board of Directors is highly confident 
that the company will return to profit quickly, and that there will be 
sufficient profit to "cover" the dividend in future.

Some perceptive teams questioned whether Kathmandu will 
maintain the final dividend of 9 cps.  If the dividend is cut, the 
dividend yield on the stock will drop, making the shares less 
attractive for investors seeking dividend income.

We'll have to wait and see what happens to the dividend.  

In the February 2, 2015 Trading Update, Acting CEO, Mark 
Todd, stated that "June and July, the last two months of the 
financial year, are the Company's most significant and historically 
most profitable trading period, and it is too early to assess a 
potential outcome from trading at that time".  
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Why?  Well, as they have low 
capital needs, they can have a lot 
of cash and little debt — two 
major criteria Kahn looked for 
when investigating buying a new 
stock. 

Kahn diverged from Graham’s 
rule of not communicating with 
management; he was like Buffett 
in this regard, where he thought 
the management of a business is 
crucial to its success.  His method 
of doing this was different, 
though, where he entered and 
left an investment the same way: 
slowly.  The point of this is to test 
the waters and to properly get to 
know the business before he fully 
immersed himself.  At the end of 
the day, he needed to be able to 
place his full confidence in their 
ability to make the business 
perform. 

But if there were no good 
investments, he wasn’t afraid to 
hold cash — sometimes doing 
nothing is the best way to earn 
money.  And I think Irving Kahn 
knew what he was doing. 

Brian Ng
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The interim results Media Announcement noted that "the full year 
result is highly dependent on the sales and gross margin 
performance we achieve in the Easter and Winter sales periods" and 
on the conference call Mr. Todd advised that "we expect the 
remainder of FY15 to be a tough year".

Lease Liabilities
Several of the judges asked teams in the final whether Kathmandu 
had financial obligations in addition to the company's interest-
bearing debt.  No team picked up that the question was getting at 
lease liabilities.

Unless retailers own their own store sites, they typically enter into 
long term leases, which sometimes cannot be canceled.  These long 
term lease liabilities are as real as debt, and must be paid, unless a 
cancellation can be negotiated, or the store can be sub-leased, which 
are both difficult to do during periods of economic weakness.

Refer to Note 10 (a), "Commitments", in the 2015 Interim Report:

At January 31, 2015, Kathmandu had $177.9 million of commitments 
for non-cancellable leases:

$46.9 million Due within 1 year

$40.8 million Due within 1 - 2 years

$69.3 million Due within 2 - 5 years 

$20.9 million Due after 5 years 

Historical and Prospective PE Ratios
There can be a big difference between historical (past year) PE 
ratios and prospective (next year) PE ratios ... and dividend yields.

In 2014, Kathmandu had EPS of 20.8c.  At a stock price of $1.35, 
this appears to be a very low PE of 6.5x ($1.35 / $0.208 = 6.5).

However, as we know, Kathmandu had a loss in the first half of 2015, 
compared to a profit a year earlier, so the PE on trailing twelve 
months ("TTM") EPS is quite a bit higher at 9.4x ($1.35 / $0.143 = 
9.4).

The competition did not require teams to do an earnings forecast, 
but it should be apparent that the 2015 result won't be anywhere 
near 2014's Net Income of $42.2 million, which may have 
implications for the dividend as noted above.

If the 2015 result is between, say, $15 million and $20 million (EPS of 
approximately 7.5 cps to 10 cps), the prospective PE ratio is more 
like a range of 13.5x ($1.35 / $0.10) to 18x ($1.35 / $0.075).  

When pricing stocks, investors use prospective PE ratios.  To do 
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otherwise would be like driving looking in the rear vision mirror. 

Stock Pitch Competition Judges 

The 2014 Graham & Dodd 
Breakfast 
On the 24th of October 2014 I attended the 24th Graham & Dodd 
Breakfast at the Pierre Hotel in NYC. The event was run by The 
Heilbrunn Center for Graham & Dodd Investing at Columbia 
Business School. The Breakfast involved an open panel discussion 
moderated by Professor Bruce Greenwald. 

The first panellist was Bruce Berkowitz, who founded Fairholme 
Capital Management in 1997. Fairholme’s largest positions include a 
huge 48% invested in AIG common stock (ordinary shares) and 
warrants, 22.3% in Bank of America, 7.1% in Sears Holdings, 4.5% in 
FNMA and 3.5% in Freddie Mac (positions according to Fairholme’s 
2014 Annual Report). Illustrated by his large AIG position, 
Berkowitz is a strong advocate for focussed portfolios, saying, “If 
you can buy more of your best idea, why put (the money) into your 
10th-best idea or your 20th-best idea? If we’re confident in what we 
do, then that’s the way we should do it. The only reason, not to is a 
fear of being wrong. The more positions you have, the more average 
you are.”  

The next panellist was Mario Gabelli. Gabelli is the founder of 
Gabelli Asset Management Company Investors (GAMCO). When 
asked if taking his company public was one of the best decisions he 
had ever made, he responded, “Being born was the best decision I 
ever made.” His company now oversees over $47.5bn in assets.

The final panellist, Jon Salinas, was introduced as ‘up and coming’ in 
the investment world. He is a managing partner at Plymouth Lane 
Capital Management and specialises in catalyst initiated short-
selling. Timing is very important in going short on a stock; Salinas 
remarked “Being too early is the same as being wrong.” To cater for 
this, Salinas believes that a predictable catalyst takes some of the 
uncertainty out of when the price decline will unfold. I found this 
logical, however, I remain sceptical on the ability of shorting to 
produce the same returns as going long. Historically stocks have 
increased at an impressive rate creating a strong tailwind for any 
long investor. When you short a stock you make a U-turn, turning 
the tailwind into a headwind, a proposition which I won’t be leaping 
out of bed for. 

Warren Buffett says “It's good to learn from your mistakes. It's 
better to learn from other people's mistakes." As a new and 
inexperienced investor, being able to learn from the experiences of 
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the panellists was the most rewarding part of the discussion. 

The first key point was to disregard macro-economics. This is a lot 
easier said than done. Each panellist admitted to making macro-
economic predictions from time to time, and no matter how strong 
the evidence was to support each case, more often than not they 
were wrong. 

The next point I picked up was to ignore the crowd and focus on 
the fundamentals of the business being evaluated. As long as you 
remain grounded and objectively evaluate businesses while 
refraining from being caught up in what is popular, you will produce 
good investment returns. Following on from this point, each of the 
panellists stressed the importance for a business to have a strong 
moat. Berkowitz looks specifically for businesses which have fixable 
issues which have hammered the price of the stock. He used the 
example of AIG which has a liquidation value (the value if the 
business were to be halted and the assets sold off) of $75 a share 
whilst it only trades at $55 ($52 at the time). This provides a margin 
of safety. Just as engineers allow a safety factor to account for 
unknown stresses or impurities in the structural materials used, 
intelligent investors will purchase shares below what they believe to 
be intrinsic value so that they too can account for uncertainty. This 
is exactly Berkowitz’s logic. Though he is confident in AIG’s ability 
to run a profitable business, he still stands to win if they are 
unsuccessful as he has the company’s liquidation value to fall back 
on. 

Another point on which all three panellists concurred was on 
sticking to what you know. Gabelli preferred to dominate in 
understanding and knowledge of the industries he invested in. 
Berkowitz added that he wanted to be able to independently create 
an informed opinion on a business. This skill is an obvious 
requirement of an investor if they are to avoid following the crowd. 

Finally all three panellists also looked for businesses with moats. A 
moat is a protective barrier against a business’s ability to earn above 
average profits. Berkowitz commented "Financial services 
companies designated as systemically important to the world have a 
moat." This related to his position in FNMA and Freddie Mac. 
These businesses made fixed home loans at low rates over long 
periods like 30 years which few competitors would be prepared to 
make.  The fact very few would compete meant that the business 
has a moat. I found this an interesting example of a moat as it is not 
obvious but it is logical. 

All three panellists along with Professor Greenwald made a pitch. 
Their ability to digest large companies with complex business 
models into bite-size pieces, palatable even for a rookie investor 
such as myself, was what I came away most impressed with. When 

Page �11



University of Auckland Investment Club First Edition, 2015

poring over Annual Reports it is often all too easy to get lost in the 
numbers while neglecting the reality and how the business really 
works. In my opinion, the key to their simplicity was in breaking 
down the business model into its individual segments. Standing 
alone, the business segments could be much more easily understood 
and then synthesised to understand the business as a whole. Finally 
utilising only a few yet very compelling metrics was the icing on the 
cake for a set of stock pitches which were exemplary. 

Overall, the Breakfast was a great experience. Most impressive was 
seeing these investment professionals in their element. At first I was 
worried that the content would be too much or too complex, but I 
could not have been more wrong. For me, the most convincing 
display of the panellists’ intelligence lay in their ability to dumb 
things down. This demonstrated an intimate understanding of the 
business being examined and made for a very convincing pitch. 

I’m sure you have been reading this busting to hear the stock picks 
so you can switch tabs and put your buy order on ASB Securities, so 
I have listed their picks and how the prices have changed since the 
Breakfast:

Foss Shanahan 

A Conversation with 
Mohnish Pabrai 
Recently, a group of six  UAIC members had the privilege of 
participating in a conference call with legendary investor Mohnish 
Pabrai. The most pertinent questions and their answers are detailed 
below. 
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Company Name Price at 24/10/2014 Price at 12/05/15 Change

American Insurance Group (AIG) $52.16 $59.20 13.50%

Sears Holdings Corp. (SHLD) $36.68 $42.20 15.05%

Navistar (NAV) $34.80 $29.80 -14.37%

Discovery Communications (DISCA) $36.61 $30.77 -15.95%

Liberty Global (LBTYA) $44.92 $50.32 12.02%

Madison Square Garden (MSG) $64.76 $82.69 27.69%

Scientific Games (SGMS) $9.91 $13.07 31.89%

John Deere (DE) $85.43 $91.14 6.68%

As a Comparison

S&P 500 $1,964.58 $2,105.33 7.16%
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If you were a university student, how would you start a 
personal investment portfolio?  
The good news as a university student is that you have a long 
runway ahead of you. Unfortunately, you might not have much in 
the way of money or knowledge. If you know nothing about 
investing, then you should open an account with a discount broker 
and buy an equal weighted index ETF (exchange-traded fund). If 
you have a job and are able to save money, then you can continue 
contributions and dollar cost average your investment. If you start 
now in your early 20’s, then you’ll hopefully have a 70 year runway 
ahead of you.

How did you come to know Charlie Munger?
Through an introduction from Warren Buffett. You can bribe WB 
and if it’s large enough he will sit down and have a meal with you. 
That is what Guy Spier and I did in 2007 when we were successful 
in winning WB’s annual charity lunch auction. At the lunch, I 
mentioned my wife was more of a fan of Charlie, which led to WB 
becoming jealous and competing for her fandom. Charlie doesn’t 
take bribes for lunches so WB took care of setting up an 
introduction for us. Since then, I’ve built a nice friendship with 
Charlie and I have been invited back on occasion, including to his 
birthday. 

What is the main lesson you have learned from Charlie 
Munger?
Charlie is probably the brightest human I have ever met in my life. 
He has a very broad-based mind and it is breath-taking how quickly 
he is able to synthesize answers to questions he has never turned his 
mind to before. I’ve learned so much from him, including how to 
learn from mistakes, having someone to bounce ideas off and also 
the concepts of “cloning” and spinoffs. It would be hard to pinpoint 
which lesson is better than the other. Charlie has even been able to 
help me overcome personal challenges in my life. 

What is the main lesson you have learned from Warren Buffett?
The main thing I saw in Warren is just how truly risk averse and 
careful he is. It is very difficult to get WB interested in an 
investment idea. It was mentioned in Alice Schroeder’s book, “The 
Snowball: Warren Buffett and the Business of Life”, that as a kid 
Warren would walk with his knees slightly forward to eliminate the 
possibility of falling down. I believe this has carried over to his 
investing – his number one rule is not to lose money, and his number 
two rule is not to break rule one. Warren is extremely careful but at 
the same time he will act decisively on a huge acquisition. The 
combination of being extremely careful and risk averse, while being 
willing to step up to the plate when the odds are in your favour, 
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Useful Definitions 

Cloning
Copying investment ideas and 
strategies from other investors. 
“Be a cloner… but clone the 
best”.  

Cannibals
Companies that are buying back 
huge amounts of their own stock. 

Spinoffs
The creation of an independent 
company through the sale or 
distribution of new shares of an 
existing company.  The company 
being “spun off” is usually a 
subsidiary or an investment of the 
company doing the spin.  

Multi-baggers
An investment that has gained 
several times its original value, 
with each bag representing your 
entire original investment.  For 
example, if you invested $2,000, 
and the investment is now worth 
$20,000, then you have a 10-
bagger. 
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would be the main lesson I have learned. 

Many great investors with an insurance operation have 
encountered problems on the insurance underwriting side at 
some point.  How do you plan to avoid these? 
Insurance is a difficult business; most insurance companies at one 
time or another will run into trouble. 

The company we purchased has had difficulties in the past which 
they have learned a lot from. My approach has been to not ask them 
to do anything heroic, but rather I want them to be hard-nosed 
bookies and only take a premium when they know they are betting 
with the odds heavily on their side. The CEO of the company has 
his incentives tied 100% to underwriting profit, i.e. his incentives 
are not based on how well we do on the investment side or how well 
the business grows or shrinks. The compensation throughout the 
company is biased towards profits and discipline rather than growth. 
However, none of these will be a guarantee against dumb behaviour. 
The best thing we can do is approach it carefully and address 
potential problems upfront. 

Would you change your strategy if you were investing smaller 
amounts of capital?
In general, the larger you get, the smaller your potential universe 
becomes. I don’t believe your investment strategy would change, but 
rather it would be the case that with smaller capital you can now 
look at more things. With smaller capital, you have the advantage 
that you don’t have to say no to something just because of size, and 
it’s also more likely that there is more market inefficiency at the 
lower end. My philosophy and approach hasn’t changed from when I 
was managing single digit millions to now where I manage close to a 
billion. 

What would you add to your book “The Dhando Investor”? 
If I were writing the book today, I would add some of the things 
that I have since learned, such as the investor checklist and the 
importance of conversations with peers. I would also add the 
concepts of “cannibals”, “cloning” and spinoffs. I would take out the 
discussion on the Kelly criterion. It makes sense when you have the 
ability to make thousands of bets in rapid succession and the law of 
averages plays out, but if you use that criteria to make two bets a 
year it doesn’t work. 

I would keep the rest of the book the same, including the premise 
that the book is based on, that you are a better investor if you think 
like a businessman and vice versa.

What advice do you have for someone looking to launch an 
investment business?  
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When I launched my fund, I copied the structure of the Buffett 
partnership and I probably wouldn’t do things any differently today. 
Before setting it up, I would try to have an auditable 2 year track 
record of investing my own money, and then I would reach out to 
friends, family and fools. In my case, I had a 5 year track record 
which showed I was capable of doing better than average. I then got 
a small group of people I knew together, and started by doing a 
good job for them. If you start with a million, like I did, then it 
should be reasonable to expect to do 20% a year or better. If you are 
doing 20% a year and adding 15% new assets then you could be 
increasing your assets under management (AUM) by around 35% a 
year. With that level of growth, your AUM will double every 2 years, 
and if you’re successful in those initial years you will be set on a 
faster trajectory. 

How do you think about position sizing and holding cash today, 
and has this changed since you wrote “The Dhando Investor”? 
I start by deciding the biggest position I’m willing to take, which is 
typically 10% of assets. Then for the first 75% of my investments I’ll 
look for things that can double (2x) within 2-3 years, i.e. things that 
are 50 cents on the dollar. Then for the next 10% or so I’ll look for 
3x opportunities, and the next 5% in 4x and then the next 5% is 5x 
and the final 5% has to be more than 5x. You will naturally get to the 
point where you are holding lots of cash because it’s hard to find 
opportunities that will become 3x or greater. That’s how I would 
carve it up, and that’s how we’ve done it at Pabrai Funds. 

How do you feel about holding U.S. Treasury bonds instead of 
cash? 
In present times if you are holding short treasuries then you are 
OK, however I would not hold long term treasuries. You might also 
be OK holding inflation-protected treasuries (TIPS). In the end, 
you are taking on risk without return, because you don’t get paid 
anything and you have risk which is above what you are supposedly 
being paid. They are not going to generate much for you so there is 
no point putting money into long duration treasuries.

What do you think of the CEOs profiled in the book “The 
Outsiders”? Are there any “Outsiders” that you like in 
particular? 
I think that is a fantastic book and that they are wonderful guys. 
However it doesn’t change my objective or perspective on meeting 
with CEOs -- I still believe it’s a waste of time for an investor. The 
“outsiders” I like the most would be the ones that I have allocated 
the highest amount of my portfolio to, the CEO and Chairman of 
FIAT S.p.A. There’s a book called “Working Together”, by Michael 
Eisner, written on partnerships like these. I think that if you can get 
the chemistry right between these partners, it can be quite effective 
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and you get results that can be 1 + 1 = 11. There are very significant 
advantages to having effective partnerships. You are likely to have 
enhanced returns where you can find this dynamic. 

You spoke at Google recently, and mentioned that one day 
Google might be the right stock for you at the right price. What 
was it that made you decide to finally pull the trigger?  
I think that it’s both a wonderful and unusual company. The 
businesses within Google that may be driving cash flows 10 years 
from now might not even exist today. There are hardly any 
companies on the planet that can do that. For example, Android was 
a hobby side project only 5-6 years ago and it has since become 
centre stage. I would describe Google as having the unique ability to 
innovate into non-adjacent spaces, that is, areas which are in no way 
related to what you think are their core competencies (e.g., 
healthcare, self-driving cars). There are other companies, such as 
Microsoft or Apple, which would find it almost impossible to do 
that. It may actually be the greatest company created in the history 
of the world. 

As a big fan of Charlie Munger, have you ever looked at 
investing in Costco Wholesale Corporation (COST)?  
Berkshire only holds a small position in Costco and the reason for 
that is probably the price. Warren loved the business as much as 
Charlie but he probably never pulled the trigger because on the 
surface it appears too expensive. Warren is cheap, and so am I, 
whereas Charlie would say that for some things you just have to pay 
up. 

One of your largest positions is Horsehead Holding Corp. 
(ZINC,) which doesn’t appear to be “cloned” from other 
investors.  In what situation do you depart from cloning a good 
investment manager?
If you set up an investment operation that only cloned the top 10 
investment managers that you admired, and you only hold the top 3 
or 4 positions that they had, then that would be a tremendous 
operation because it would focus you on the right stuff. Horsehead 
was actually a stock that showed up as a net-net in the 4th quarter 
of 2008 in an article on Forbes.

The article listed 10 stocks that at the time fitted Ben Graham’s net-
net criteria, i.e. trading at two-thirds or less than the current assets 
less all liabilities, giving no value to the plant and other assets, the 
idea being that these companies could be liquidated, pay all 
liabilities in full, and you’d have cash left over 50% more than the 
market capitalisation. These net-nets pretty much don’t exist 
anymore; they used to exist in the 50’s and 60’s but now they are far 
less common. In the dot.com bust, there were some examples that 
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may have appeared to be net-nets but in reality they were burning 
through cash with no plans to stop, so it was only an illusion that it 
would be available to shareholders. At the time of the Forbes article, 
there was market dislocation so you had companies that became as 
cheap as they did. I looked through all of the 10 stocks in the article 
and Horsehead was the only one I found appealing. It had 
significant downside protection, because the liquidated value 
assuming plant being worth zero was about $5, whereas the stock 
was trading closer to $3. Zinc prices had collapsed but my 
perspective was that they would rebound in a year or two at most, 
and then the company would start making money. I could not see 
how I could lose money, especially with the plant and equipment 
which I have given no consideration to were worth north of $500 
million. However, what I couldn’t tell was the upside; all I knew was 
that it could be significant because the price of the company was 
levered to the price of zinc. I was making a bunch of commodity 
investments at the time because across the board they had all 
collapsed. All of my commodity bets were multi-baggers. With 
Horsehead, I decided to keep my position because as the zinc prices 
came back up I saw management was sound and they actually had 
interesting competitive moats. We are up close to 4x – 5x on our 
investment.

James Viggiano 

Blue Horseshoe Column 
Until the Companies Act was amended in 1994, New Zealand 
companies were not permitted to repurchase their own shares.  
Even now, 21 years later, the potential for a company to create 
shareholder value through judicious repurchase of its own shares is 
not well understood by many company managers and Boards of 
Directors in New Zealand.  

Before we see how this process works, we need to define a few 
terms:

Book Value vs. Intrinsic Value
Book value per share refers to the amount of net assets 
(Shareholders’ Equity) backing each of the company’s shares, 
calculated using the accounting (book) values of the company’s 
assets and liabilities.  

In New Zealand and Australia, the most frequent measure is Net 
Tangible Asset backing, or NTA for short, which excludes intangible 
assets from the calculation.  Tangible assets include cash; accounts 
receivable; securities; property, plant and equipment, etc.  The most 
common intangible asset is goodwill.  
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In many cases, the real value of a company’s assets will far exceed 
the accounting, or book, value of its assets, particularly if the 
company owns profitable businesses.  Investors refer to the real 
value of a company/business as its “intrinsic value”. 

A little like U.S. Supreme Court Justice Potter Stewart, who 
famously said that hard-core pornography is difficult to define “but I 
know it when I see it”, intrinsic value is difficult to calculate with 
any precision, and a range is more appropriate.  In the 2014 
Berkshire Hathaway, Inc. Annual Report, Warren Buffett writes: “As 
much as Charlie and I talk about intrinsic business value, we cannot 
tell you precisely what that number is for Berkshire shares (nor, in 
fact, for any other stock).”

For the mathematically inclined, in Berkshire’s An Owner’s Manual 
Mr. Buffett states: “Intrinsic value can be defined simply: It is the 
discounted value of the cash that can be taken out of a business 
during its remaining life.”

For new investors, and simple souls like Blue Horseshoe, an easier 
way to think about intrinsic value is as a fair value for a stock based 
on the company’s assets, earnings and cash flows.  A rational buyer 
would be prepared to pay up to intrinsic value to buy the stock, and 
a rational seller would be prepared to sell the stock at or above 
intrinsic value.

Repurchasing Shares Below Book Value
If a company’s shares are trading on the stock market for less than 
book value, if the company repurchases its own shares at a price 
below book value, the discount obtained increases the book value of 
the remaining shares.

To illustrate how a company’s repurchase of shares below book value 
increases the book value of the remaining shares, let’s assume 
Anacott Steel Limited’s only asset is $50 million in cash, and it has 
50 million shares outstanding, with a book value per share of $1.00, 
which are trading at $0.50.

Prior to repurchase
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Useful Formulas  

Book value per share = 
Shareholders’ Equity / Shares 
Outstanding 

Net Tangible Asset backing 
(“NTA”) = (Shareholders’ Equity – 
Intangible Assets) / Shares 
Outstanding 

Earnings Per Share (“EPS”) = Net 
Income / Shares Outstanding 

Price: Earnings (“PE”) Multiple or 
Ratio = Stock Price / EPS.   

Typically, the lower the PE, the 
cheaper the stock.

Balance Sheet $ $

Cash 50,000,000 Total Liabilities 0

Shareholders’ Equity 50,000,000

Total Assets 50,000,000 Total Funding 50,000,000

Shares Outstanding 50,000,000

Book value per share 1.00
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Post Repurchase
If Anacott Steel repurchases 10 million shares at $0.50 per share for 
$5 million, and cancels the repurchased shares, there are now 40 
million shares on issue, with a book value per share of $1.125 ($45 
million / 40 million shares).  The $5 million of book value captured 
by repurchasing the shares at a discount to book value ($10 million 
of asset backing; price paid $5 million), accrues to the remaining 
shares, increasing book value per share by 12.5%.

Repurchasing Shares Below Intrinsic Value
In the same way, if a company uses excess cash flow to repurchase 
its own shares for less than their intrinsic value, the discount 
obtained increases the intrinsic value of the remaining shares 
correspondingly.

Case Study: Teledyne, Inc.
One of the best examples of how astute share purchase can increase 
the intrinsic value, and eventually stock market price, of the 
remaining shares is Teledyne, Inc., which, along with its legendary 
creator, Dr. Henry Singleton, is profiled in the book Distant Force 
(G. A. Roberts, 2007), which is recommended reading for UAIC 
members interested in corporate finance.  The following data all 
comes from Distant Force.

In the 1960’s, Teledyne shares had a high stock market rating, 
trading on a PE (Price: Earnings) multiple as high as 70x.  In the 
bear market of the early 1970’s, Teledyne’s PE shrank to single 
digits, and the stock price declined from around $40 to as low as $9.  

In 1972, Dr. Singleton concluded that Teledyne’s stock was so cheap 
that he decided that Teledyne would make a tender offer for 1 
million of its own shares at $20 per share, which was a premium to 
the market price at the time, but far below intrinsic value.  On the 
day before the tender offer was announced, the stock price was 
$16.38.  After Teledyne launched a tender for 1 million shares at $20 
per share, Teledyne was rained on with shares from a great height, 
and ended up buying all 8.9 million shares which had been tendered.  
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Balance Sheet $ $

Cash 45,000,000 Total Liabilities 0

Shareholders’ Equity 45,000,000

Total Assets 45,000,000 Total Funding 45,000,000

Shares Outstanding 40,000,000

Book value per share 1.125 Increase in BVPS 12.5%
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This reduced the number of shares outstanding by 27.9%.

A further 6 tender offers were made throughout the 1970’s, 
including offers to exchange 10% bonds for shares of stock, at prices 
between $11.02 and $129.40, culminating in an eighth tender offer at 
$200 per share in 1984.

Meanwhile, operating income continued to grow.  After the 
conclusion of the 1984 tender, Teledyne had repurchased 
approximately 90% of the shares outstanding in 1972, EPS (Earnings 
Per Share) had grown from $1.58 in 1972 to $37.69 in 1984, and the 
stock price had risen from $23.75 at the start of 1972, to $246 at the 
end of 1984.

As Berkshire’s Vice Chairman, Charlie Munger, points out, “modern 
stock prices are not cheap” and gains of this magnitude are unlikely 
to be repeated.  However, when you are looking at companies to 
invest in, here are a couple of things to keep an eye on:

✦ If a company is buying its own shares back at sensible prices, that’s 
usually a positive sign, and it indicates that the company’s managers 
and Directors are in it for the shareholders, rather than for 
themselves.

✦ Is the number of shares on issue going up or down from year to 
year?  And why?

✦ If the company is selling additional shares in a way that you can’t 
participate in (e.g., in share placements to institutional investors), 
that is often a negative.

✦ If a company is buying shares back, but issuing a lot of options to 
management and Directors, so that the share count isn’t going down 
from year to year, that is usually not ideal.

Special Contributor
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