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ENERGY AND VALUE 
INVESTMENTS

An investigation into the decline of commodities and its impact on investments in the 
energy sector

By Nick Walsh
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ARE LOW OIL PRICES REALLY DETRIMENTAL 
TO US?

The collapse of oil prices has been the talk of media for the 
past 18 months. The price of a barrel of oil has fallen more 
than 70 percent since June 2014. Oil-producing countries 
such as Iran, Venezuela, Ecuador and Algeria have all put 
pressure on the Organization of the Petroleum Exporting 
Countries (OPEC) to cut oil supply in order to reduce losses. 
On February 16, some countries went so far as to plan a 
production freeze. With oil’s unpredictability, how will this 
affect our investments?

IS THE DECLINE IN OIL PRICES A BAD THING?

As investors, we must ask, are low oil prices really 
detrimental to us? Oil companies and nations that are 
net producers of oil are hurt by it. But for the rest of us, 
it should be beneficial. New Zealand and the US are net 
importers of oil, so low prices are akin to a large tax 
cut on the consumer. According to an economist, Steve 

Murphy, when oil prices began falling, U.S. households 
saved roughly $115 billion a year, while the level of personal 
savings rose $120 billion. Yet, stock markets have reflected 
differently through recent sell-offs and panics. Howard 
Marks, the investor who wrote “The Most Important Thing: 
Uncommon Sense for the Thoughtful Investor” discusses 
why the media have reflected such negativity in his recent 
memo: 

“The media have taken on the unpleasant task of telling us 
why the markets went up or down each day, and the falling 
oil price is an easy answer. Economic growth is what it is; 
we don’t need the oil price to tell us it’s weak. The price of 
oil is off another third in the last few months, even though 
world GDP is still growing. … The important thing isn’t what 
the oil price decline tells us about today. It’s what it says 
about tomorrow. And to me, everything else being equal, 
I think low energy prices today will contribute to better 
economic growth tomorrow. It’s just that everybody’s 
interpreting everything negatively these days.”

While the rest of the market sells after declining oil 
prices, value investors can take advantage of cheaper 
stocks. Speculators tend to extrapolate or exaggerate the 
effects of oil prices onto stocks, even though the price of 
oil is primarily determined by demand and supply. Great 
opportunities come when people sell stock for reasons 
unrelated to company fundamentals, and we would hope 
that the decline in oil prices would lead to lower valuations 
for the intelligent investor.

WILL LOW OIL PRICES CONTINUE?

Economic theory states that as the price of a commodity 
falls, either demand should increase or production should 
decrease to reach equilibrium.

Many economists predicted that with oil prices decreasing, 
high-cost shale producers would have to cut production 
in order to retain this equilibrium. However, reality has 
proven otherwise. Producers are currently increasing 
production as a means to remain solvent. Consequently 
as prices continue to decline the volume produced must 
increase relative to the declining impact on revenue to 
ensure  year on year profitability. In addition, the US cash 
cost of production has been a lot lower than previously 
thought, further depressing the price of oil. For these 
reasons, we have a self-fulfilling behaviour of lower prices 
creating more supply, which further creates lower prices. 
This is the kind of behaviour that begins boom and bust 
cycles. We have seen this before through collateraised debt 
obligations (CDOs) where the demand for lending facilitated 
easier lending contributing to the global financial crisis.

It is difficult to say what will happen to the future of oil 
prices because economic theory cannot decide it and 
there are too many factors that determine the price. The 
global oil market is over-supplied, countries are still far 
away from a production freeze, and Iran has increased 
production after its sanctions were lifted recently. 

ALTERNATIVES AND THE FUTURE OF OIL

While news of oil focuses on the short-term, we must also 
consider the future of energy and whether the oil industry 
will continue to prosper. Legendary short-seller Jim Chanos 
stated “if I was a member of OPEC I would be pumping as 
much as I could today while it’s worth something because 
it might not be worth a whole lot by 2030.” 
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Electric vehicles and solar energy are increasing in use. 
New Zealand Transport and Energy Minister Simon Bridges 
said this year could be one of “considerable” momentum 
for electric vehicles, although New Zealand has been slow 
to adopt tax breaks like Norway and Hong Kong have done. 
Last year in Norway, more than 17% of all new cars sold 
were electric and its worldwide acceptance is growing. 

With the price of batteries falling, and tax breaks being 
applied, traditional vehicles may not be as popular once 
the price of oil returns to previous levels. However, be 
wary of popular stocks with “exciting prospects.” Tesla is a 
good example of a popular stock. Although their product is 
high-quality, Tesla only sold 50,000 cars in 2015, compared 
to BMW selling around 2 million. How does this support 
Tesla’s high valuation compared to its competitors? 
Famous investor Peter Lynch, said to look for companies 
off the radar scope, and wrote “If I could avoid a single 
stock, it would be the hottest stock in the hottest industry”, 
Tesla sounds similar to this, with its superstar CEO Elon 
Musk, its innovative products, and its mere participation in 
alternative energy today. Tesla could prove to be successful, 

but it is still a car manufacturer that will have to compete 
with larger and more experienced competitors once they 
cross over to the same market.

CONSEQUENCES ON VALUE INVESTMENTS

As value investors, we should not worry incessantly about 
oil or try to predict its price. As we have seen, lower oil 
prices today may decline the general market, but this is 
a good thing because we know the economy’s outlook 
has actually gotten better. Energy and its prices will flow 
naturally, and we will take undervalued companies as they 
come, but we should never try to predict or time these 
cycles.

BE WARY OF POPULAR STOCKS WITH 
“EXCITING PROSPECTS” 
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LESSONS LEARNT THROUGH 
INVESTING

The spillover effects of value investing into everyday life

By Logan Van Rynbach
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Investing creates much value for an investor over and 
above fluctuation in their wealth. Lessons are learnt from 
mistakes taken by the investor themselves as well as other 
investors within their circle of influence. These valuable 
lessons build beneficial skills in an investor which carry 
over to other aspects of their life and career. Below are 
some of the important skills and life lessons one can learn 
through investing in financial markets. 

DISCIPLINE

Learning to take emotion out of a situation and examine 
the facts is one of the most important skills one can learn 
through investing, as it is highly relevant in real life. It is 
also a valuable skill because very few people can in fact 
practice this. Behavioural finance theory suggests people 
act irrationally due to their actions being influenced 
by their emotions. Media speculation plays on people’s 
emotions via “click-bait” articles to generate revenue,  so 
being volatile and extreme is in the media’s best interests. 
However, this revenue comes at the expense of consumers’ 
emotions and unfortunately people buy into the hype. Does 
this single economic event cause a loss in intrinsic value of 
the business itself? Is this just a macro blip or will it actually 
affect the business directly? Will the effect of this economic 
event on the business be material? These are all questions 
we must ask before making a decision to invest, divest or, 
after evaluation, deciding to hold. By being disciplined and 
taking the time to evaluate the situation, one avoids letting 
their emotions get in the way of making rational decisions.

ACCOUNTABILITY

Learning to stand by the decisions that you have made 
on their  merits is one of the biggest lessons you can 
learn through investing. Own your successes and losses.  
Learning from the mistakes you make is one of the most 
powerful skills you can acquire. We are only human, and 
we all make mistakes. It is how we own these, fix them and 
most importantly, learn from them, that makes us stand 
out.

BE A LEADER, NOT A FOLLOWER

Buffett is a legendary investor the world over. Many seek 
to copy his portfolio and trading activities with the aim 
to strike it rich. Firstly, these “copiers” will never be as 
successful as Buffett’s portfolio simply because it is almost 
impossible to copy all of his trades and portfolio allocation, 

as the copier will not be able to purchase all trades at the 
same price nor have up-to-date data on Buffett’s trading. 
Typically holdings are disclosed quarterly in SEC filings, 
but Buffett and a few other closely watched investors 
request permission from the SEC to delay disclosure of new 
holdings to allow them to accumulate shares and prevent 
these copiers from bidding up the price, confirming this 
theory. The lesson learnt here is to ascertain what and 
how Buffett sees, not what he is buying. This applies also 
to social conversations with friends and colleagues. If a 
friend owns a particular shareholding, if you purchase it, 
it is highly unlikely that you will be able to replicate their 
success/loss. By utilising Buffett’s investment principles 
as a guide, one can find their own Buffett-style companies 
which they believe will compound shareholder value at a 
greater rate than the rest of the market over the long term, 
and buy at a share price with a suitable margin of safety 
over the intrinsic value of the stock. Developing your own 
investment principles based on your level of risk tolerance 
and circle of competency are key, and many people in 
your circle of influence will have different risk profiles and 
circles of competency. Acknowledge these differences and 
investigate investing in companies that fit your investment 
philosophy, not someone else’s.

NEVER RUSH A DECISION

By taking time to evaluate an investment decision - the 
risks, the likelihood this investment will outperform the 
market in the future and how well this investment is valued 
- one is more likely to make a sensible, rational decision 
over a short-sighted irrational oversight. As Buffett says, 
“Someone is sitting in the shade today because someone 
planted a tree a long time ago”. Without close scrutiny 
of the initial tree, you may have planted a lemon, not the 
golden apple you were after. I always think of any investing 
I do in this way, because over time, the price of your initial 
investment should rise as markets are bullish over the long 
term and as more cash flows into investments from an ever-
growing number of investors, so typical price volatility in 
future years will amount to a greater percentage of your 
original investment . Hence like a tree in a thunderstorm, 

INVESTING CREATES VALUE FOR AN INVESTOR 
OVER AND ABOVE FLUCTUATION IN THEIR 
WEALTH
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the tree will sway at a much larger distance than the size 
of the initial tree. It is important to analyse whether the 
company is financially stable enough to survive such 
volatility amongst other factors, in which resilience 
hopefully leads to out performance. So in thinking long 
term, it is important to do the groundwork initially, as it 
may be too late down the line.

IT’S NOT THE END OF THE WORLD, LIFE GOES ON

Economic cycles happen. Downside fluctuations will occur 
in bull markets. It happens. As much as media speculation 
hints at the world ending tomorrow to create revenue 
through exploiting one’s panic and fear emotions, it 

never results. Economic downturns are like a flood on a 
floodplain; they are necessary evils which on the surface 
are dangerous erosions of shareholder capital, however 
these periods of weakness present value and strong buying 
opportunities and thus can be beneficial to investors for 
the purpose of buying new holdings or accumulating 
more shares. Being optimistic and thinking about periods 
of downturn rationally can pay off in the long term. “Be 
fearful when others are greedy and greedy when others 
are fearful” – Warren Buffett.

There are many skills and lessons one can gain from 
investing in the markets.

These skills are relatable to other aspects of one’s life; both 
interpersonally and intrapersonally, and in one’s career 
and social circle. Having “skin in the game” is so much 
more educational and worthwhile than “observing from 
the outside”.

THERE ARE MANY SKILLS AND LESSONS ONE 
CAN GAIN FROM INVESTING IN THE MARKETS
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The rise and fall of Bill Ackman and Pershing Square

By Tim Scanlan 

ACKMAN’S CONUNDRUM
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Things were looking very rosy when I last wrote about 
Bill Ackman and his hedge fund Pershing Square Capital 
Management.

Markets were strong, returns were large and hubris was 
everywhere. Stumble forward two quarters and, at the 
macro level, little appears to have changed. Markets are 
still strong and returns are large as a consequence. The 
hubris is there for beneficiaries of such conditions and for 
those who bought when equities corrected last August, are 
bearish on the US dollar or bullish on emerging markets.

Drill down to the individual though, particularly down to 
one individual, and the picture is uglier. Pershing Square, 
once the darling of the markets and envy of the hedge fund 
industry, recorded its worst ever year in 2015 and is set to 
sustain such lousy lows for the remainder of 2016.

After returning roughly 40% to investors in 2014, both 
Pershing Square Holdings and its private funds lost 20.5% in 
2015 and have done the same again to date for 2016. That is 
a spectacular fall from grace. As of April 2016, $1 invested in 
either fund at the beginning of 2014 would today be worth 
~90c before fees and ~85c net of them. Even the Warriors 
offer better returns for that amount of heartache.

The poor performance is evident across the portfolio but 
attributable most to investments in Valeant Pharmaceuticals 
(NYSE:VRX), Platform Specialty Products (NYSE:PAH), and 
Nomad Foods (NYSE:NOMD). The most public of these has 
been Valeant and it has been the most detrimental. Read 
on for the reasons as to why, general musings on the hedge 
fund industry and the lessons for us as retail investors.

WHY THE LONG FACE?

According to a letter written for investors, Ackman 
cites two principal causes of his negative returns since 
August. The first is an over-assignment of platform value 
to the portfolio, ancillary to which are failures of risk 
management. The second is a portfolio-wide deterioration 
in value neither anticipated by his team nor offset by 
diversification. We will explore these causes one by one.

PLATFORM VALUE

Imagine you own a cow. Seeking to maximise your income 
from this cow, you purchase a bull with the intention of 

breeding a small bovine family. You could milk the cow, 
breed cattle and then perhaps sell the bull once past its 
useful life. Before this grand plan kicks off however, you 
learn that the bull is actually infertile and therefore of no 
use. You could sell it now but must take a loss in doing so, 
as it cannot be used for breeding.

Platform value is the number you assign to all the hopes 
and dreams you had for your little farmhouse family. Taking 
advantage of low interest rates and high cash balances, 
a company (the cow) might purchase another (the bull) 
in a similar line of business, in which management have 
expertise and capability to manage the added scale. This 
is called a bolt-on acquisition and it is a primary means 
of growth for firm whose organic prospects are few and 
far between. A lone cow can do little else than make milk, 
after all.

The holding company continues along its core business 
(the cow supplies milk) while the addition of a second 
company provides scope for new products and a larger 
market (cattle). These prospects are undoubtedly valuable 
but it is difficult to quantify with precision such value. As 
Ackman describes it, this platform value is a “much more 
ephemeral form of value than pharmaceutical products, 
operating businesses, real estate, or other assets”. It is less 
tangible than milk or beef and less enduring. It exists only 
insofar as the acquisition is demonstrably accretive in the 
long term. If it transpires that the acquired company offers 
no potential benefit (infertile like a steer) then platform 
value disappears. The business can be sold but early 
divestment will seldom earn a premium. 

Essentially, analysts at Pershing Square assigned too much 
weight to the platform value of prospective holdings 
when evaluating them as investments. VRX is a classic 
example of a platform business, as are PAH, Omnicom and 
businesses like Unilever. They grow through acquisition, 
using the steady and cash-generative core business to 
fund this growth. When analysing the intrinsic value of 
a potential investment in VRX or PAH, Ackman arrived at 

A LONE COW CAN DO LITTLE ELSE THAN 
MAKE MILK, AFTER ALL
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prices inflated by overly high estimates of platform value. 
The funds bought at too expensive a price. When the 
acquisitions turned sour, platform value vanished and, 
crucially, perceptions of it did too.

Focusing principally on Valeant, drug pricing methods and 
reporting practises were questioned when revelations 
about a business called Philidor RX came to light. 
Pharmaceutical businesses generally make money either 
through R&D that leads to the discovery and development 
of new patented drugs, or through acquisition of existing, 
niche drugs whose prices can be increased. Valeant came 
under fire in a politically charged election year for relying 
too heavily on unsustainable and unjustifiable price 
increases on drugs it had acquired. It later emerged that 
specialty pharmacy Philidor RX (a bull) was an effective 
subsidiary of Valeant , which manipulated doctors and 
pharmacists into prescribing Valeant drugs in place of 
competitor products at a substantially higher price.

A prominent short seller (someone who sells shares they 
do not own, hoping to buy them back at a lower price) 
identified and publicized that Philidor RX was, to all intents 
and purposes, a subsidiary of Valeant that had not been 
consolidated into VRX financial statements.  This led to 
concerns that Valeant could be over-stating sales and 
engaged in “channel stuffing”.  The existence of Philidor RX 

had been peripherally mentioned in group disclosures but 
Pershing Square’s analysts appear to have overlooked it.    

While not large enough to sink the ship, the media and 
investors assumed the worst, other investors jumped on 
the bandwagon and Valeant stock tanked. Having bought at 
an average price of $196, Pershing rode the stock to its high 
of ~$262 before seeing it fall to $94 by the end of October 
and as low as $26 earlier this month. The next Berkshire 
Hathaway indeed.

Ackman laments his failure to trim holdings in the stock at 
various points in its climb. He also admits that the inability 
of his team to recognise discrepancies in reporting and 
the vulnerabilities of a business model which relied on 
increasing the price of existing drugs. Further to the point 
of risk management, other causes of the poor returns 
were the decision not to trim holdings in Canadian Pacific 
Railway and Platform as they neared estimates of intrinsic 
value. A more thorough explanation can be found here.

PORTFOLIO DECLINE

Pershing Square funds comprise very concentrated 
portfolios, with positions that are predominantly long-
only and passive. Herbalife will be a long lasting exception.
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The risk of this is that despite sector diversification, the 
portfolio is highly exposed to moves in individual positions. 
When several of these head south simultaneously, value 
will fall substantially even if the dollar value of long and 
short exposures offset and are neutral. In the extreme case, 
a portfolio split 50:50 between an oil stock and an airline 
is very diverse by sector but a large, idiosyncratic fall in 
either of these will cause the overall portfolio to decline. 
Having just 10 positions, most of them long, does little to 
change this outcome. When it rains, it pours.

Several firm-specific factors have hurt Pershing Square 
funds in recent months. Aside from Valeant, Canadian 
Pacific continues to be hampered by low commodity 
prices and recently aborted an attempted acquisition of 
Norfolk Southern after management and shareholders 
rejected the offer. Other positions have been victims of 
“risk-off” behaviour exhibited by markets when volatility 
increases. Stocks whose operating models rely on leverage 
are typically sold off – Nomad is on this list.

MUSINGS ON HEDGE FUNDS

Ackman has also been hurt by karma. He is the victim of his 
own profession. In the competition for returns and a larger 
slice of assets to manage, sometimes hedge funds buy or 
sell stocks to make a quick buck putting the boot into a 
competing hedge fund which is losing money on a large, 
well known position. Case in point is the short squeeze 
on Valeant that Ackman blames for its compounding fall 
in value. Essentially, other fund managers will short the 
stock to exacerbate its fall, achieving both returns for 
themselves and the possibility of new funds to manage, 
freshly withdrawn (in this case) from Pershing Square.

When Ackman launched his tirade against Herbalife 
(NYSE:HLF) and his enormous short position became 
known, competitors including Carl Icahn and Dan Loeb 
bought Herbalife to pump and (eventually) dump the 
stock. It is hardly a defendable excuse, however – Pershing 
would turn around and do the same thing the moment a 
competitor made themselves vulnerable. These investors 
live and die by the market and everything that moves it, 
including the underhandedness.

A second point to note is the structure of a hedge fund 
as against the practise of one. By definition, hedge funds 
should make money regardless of whether markets are 
strong or weak. In simple terms, a hedge fund has long 

and short positions which offset (are “hedged”) so that the 
portfolio’s performance will depend on the performance 
of the individual long and short positions, with the overall 
direction of the market having no effect on returns. In this 
light it is most accurate to consider Pershing Square a 
hedge fund in structure more than style. With a mandate 
to invest in stable, cash flow-generative businesses, 
typically on a long-only and passive basis, there is little 
to suggest that its funds will do well in bad markets, not 
least well enough to beat an index and certainly not a 
high watermark. This all means that Pershing Square is 
essentially an actively managed value fund that charges 
hedge fund fees. It is structured like a hedge fund, with 
onshore management and offshore holding but does not 
prescribe positive returns in all market conditions.

Finally, hedge funds typically use leverage to grow. 
Three years of good returns levered at 5:1 is a quick fire 
way to increase funds under management and reach the 
promised land of billion-dollar management fees. Leverage 
is dangerous however, particularly in the case where 
returns are negative and investors demand to withdraw 
capital. When this is the case, managers need to liquidate 
positions – often at a discount – to meet both margin 
and redemption requirements. This compounds effective 
losses and is incredibly damaging to the reputation of a 
fund. Though Ackman claims to not use leverage, we can 
use Valeant as an example to show how leverage can ruin 
a fund. Given the average purchase price paid of $196, 
holding the stock through the end of October to $94 means 
that any holding leveraged greater than 2:1 would have 
been rendered insolvent. Levered 5:1 as alluded to above, 
the position would have been wiped out at $157.

LESSONS FOR YOU AND I

There are five important learnings to take away from both 
the Valeant case and from the broader decline of Pershing 
Square. You may have many more.

1. 1) In the short run, the market is a voting machine. 
The panic of August and ruthlessness of other hedge 
funds are symptoms of this classic Benjamin Graham 

HE NEEDS A HOME RUN



14  |  UAIC

analogy. Sentiment does not drive the fundamentals of 
a business nor should it detract from your estimates of 
intrinsic value.

2. Be cautious with concentrated portfolios. As we have 
seen, concentration may counter diversification. As 
costly as it is, having a list of holdings that is as long 
as it is broad will offer truer natural risk management 
than a portfolio with polar industrial exposure.  

3. If you have the conviction, buy up. ‘Corrections’ can 
have disproportionate effects on certain stocks that 
will turn fair value into a buying opportunity. All 
through the fall in Valeant stock, Ackman has bought 
more and more. He mightn’t be right but has bought 
upside at a steep discount.

4. Be wary of profile. Notable investors have an agenda 
to maintain in the public eye. A person like Ackman 
will make supportive comments about his investments 
purely because his interest is in their appreciation. 
It is unwise to believe every comment made in an 
interview or written in a letter. Investing in publicly 
traded funds such as Pershing Square Holdings (AMS: 
PSH) carries this risk.

5. Liquidity can be problematic. Ackman ‘says’ (see note 
above) that he tried to trim holdings in Valeant but 
could not due to inside information. Though this will 
likely not apply to retail investors, trading into or out 
of a position may be difficult due to illiquidity in the 

market. This prolongs exposure to risk for established 
positions and reduces the opportunity in prospective 
positions. You may be correct but unable to action 
ideas due to effects entirely beyond your control.

THE OUTLOOK FOR ACKMAN

Any day above ground is a good day. The fund is still alive 
and business fundamentals are intact. That said, returning 
to the lofty heights of years gone by will take months of 
great numbers. The funds must earn over 65% to return to 
Q1 2015 values. He needs a home run.  Ackman will continue 
to earn a healthy on-going annual management fee, but 
the funds need to regain and exceed their previous high 
water mark (record high net asset value) in order to earn 
performance fees, which is a steep mountain to climb.    

Pershing Square is now more famous than ever and faces 
many a PR battle in renewing both interest from investors 
and credibility from management teams and boards. 
Ackman has closed a fund before and launched a new one 
without a high water mark, so that performance fees can 
be earned. 

Watch this space.
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By Bruno Lane

THE EDUCATION OF A VALUE 
INVESTOR - Guy Spier

A Summary of Guy Spier’s The Education of a Value Investor
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Guy Spier’s The Education of a Value Investor is unique as 
far as investment books go, as it is as much characterized 
by its introspective and candid autobiographical nature 
as it is by the light it sheds on the investment process 
employed by a brilliant investing mind. Throughout the 
book, Spier offers an insight into many of the moral pitfalls 
and challenges that he has encountered throughout his 
career, particularly in its early years. For this reason, The 
Education of a Value Investor is an essential read for those 
aspiring to enter the world of finance. However, in line 
with the purpose of this publication, this article will focus 
on what Spier has to say about the successful investment 
approach that he has gradually honed over the years.

BACKGROUND

Spier was originally convinced of the validity of the 
efficient market hypothesis that is fundamental to the 
teaching of economics. The suggestion that markets are 
perfectly efficient implies, in turn, that stocks are always 
priced accurately, as any opportunity to purchase shares 
in a business at a price below their equilibrium would 

be instantly arbitraged away. As such, it is supposedly 
impossible to beat the market over the long run in 
any methodical way. This means that according to this 
hypothesis, investors such as Warren Buffett, who manage 
to consistently outperform the market over several 
decades, can only be explained as anomalies. To put it in 
perspective, this assertion works along the same line of 
logic as the often-invoked tongue-in-cheek suggestion 
that if you put a bunch of monkeys in a room and equipped 
them with typewriters, they would eventually churn out a 
classic work of literature. The crucial difference between 
the two examples is that, while monkeys have yet to make 
a meaningful mark in the world of fiction, a number of 
investors can be pointed to in order to demonstrate that, 
at least in some cases, certain individuals are capable of 
consistently producing returns above the market average. 
Spier was so dismissive of the notion of value investing, of 
which Buffett remains the leading exponent, that he took 
little interest in a talk given by the man himself at Harvard 
Business School, and only ended up attending as he was 
interested in a girl who had said she was going. 

A few years later, this was all to change. Spier had become 
disillusioned with his first Wall Street job (at D H Blair, an 
investment bank), and looked to distract himself by learning 
about different approaches to investing. Perhaps more open 
to ways of thinking that were not purely academic than he 
was back in his student days, Spier became convinced by 
the idea (advocated by Buffett’s mentor, Benjamin Graham) 
of Mr Market as a manic depressive. Simply put, this is the 
idea that the market swings haphazardly from periods of 
irrational optimism to irrational pessimism, meaning that 
there will always be opportunities to buy underpriced 
stocks, and conversely, to sell stocks when they become 
overpriced. Also fundamental to this new investment 
outlook was the viewing of shares in companies as real 
chunks of valuable businesses, rather than as pieces of 
paper to be traded in the same way as currency. Buffett 
quickly went from zero to hero in Spier’s mind, and years 
later, in 2007, he would bid US $650,000 with his close friend 
Mohnish Pabrai for a charity lunch with his new mentor. 

If there is one idea that seems to have resonated with 
Spier, it is the notion that given the complexity of the 
stock market, as well as the brain’s natural limitations and 
tendency to make irrational decisions, over the long run 
investors truly have the chips stacked against them when it 
comes to consistently making good investment choices. In 
response to this reality, Spier has developed what he refers 
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to as his “investing tools”. These essentially provide Spier 
with a set of parameters when he’s researching a stock in 
order to regulate the process and mitigate the significant 
disadvantages he and other investors are invariably faced 
with. In short, the goal is to tilt an otherwise hostile playing 
field in his favour to the greatest extent possible. The rest 
of this article looks to summarise this approach, which is 
split into nine different tools.  

SPIER’S INVESTING TOOLS

1. STOP CHECKING THE STOCK PRICE

For any value investor, there is typically no need to 
continuously track the prices of shares in his or her 
portfolio, as investments tend to be made with an outlook of 
five years or more (daily fluctuations are irrelevant as long 
as the inherent value of the business remains unchanged). 
To do so is not only pointless, but actually has the potential 
to be detrimental. The constant movement of the price of 
a stock acts as a “call to action”, activating the irrational 
part of an investor’s brain (which also happens to be the 
part that makes decisions). By continuously looking at 
prices and resisting the urge to sell if prices are declining, 
investors run the risk of consuming valuable willpower, 

RESEARCH HAS SHOWN THAT INVESTORS 
FEEL PAIN OF LOSS TWICE AS MUCH AS JOY 
OF GAIN

which may in turn negatively affect their decision-making 
ability in the future. The need for a rule regulating this 
temptation is particularly acute, given that, as Spier points 
out, research has shown that investors feel pain of loss 
twice as much as joy of gain, and that, although the market 
is typically up most years over a 20-year period, at any 
given time there is a much higher chance market will be 
down. It is therefore imperative to protect oneself from the 
negative emotional reaction that overzealous checking of 
stock prices will induce.   

2. IF SOMEONE TRIES TO SELL YOU SOMETHING, DON’T BUY IT

Regardless of the situation, the brain is simply not very 
good at making decisions when confronted with a well 
argued sales pitch. This observation holds true, whether 

the sales pitch in question is aimed at selling stocks, a 
phone plan, or virtually anything else for that matter. Spier 
reasons that even though the product will occasionally 
be actually worth buying, over a lifetime, this is rule most 
likely to prove hugely beneficial, as it will save you from an 
overwhelming majority of bad deals and investments. The 
rule applies even if the sales person is an acquaintance (who 
you may know well and trust) making his or her pitch in a 
social situation. Spier insists that the best attitude to adopt 
is to never buy something if the person recommending it 
has something to gain personally, as this means that the 
idea has its origin in the wrong place, namely that person’s 
innate self-interest (however well-intentioned they may 
be). Spier goes so far as to extend this rule to shares being 
offered in IPO’s, as in such cases there will be a whole 
host of stakeholders trying to build hype and encourage 
the investing public to subscribe (often regardless of 
the inherent value of the business itself), which makes it 
difficult to act rationally.    

3. DON’T TALK TO MANAGEMENT 

The reasoning behind this investment tool, which involves 
refraining from talking to the management of a business 
as part of the research process, is similar to that of the 
previous tool described. The idea is that senior managers 
themselves tend to be highly skilled sales people, meaning 
that they are likely to paint a rosy picture of the business, 
regardless of how it is actually performing in reality. Spier 
emphasises that this is not to say that executives are 
inherently dishonest (they just tend to be persuasive by 
nature), or that the business won’t necessarily be going as 
well as management says it is (it may very well be). Rather, 
the logic behind this is simply to eliminate the noise around 
a business, so that Spier can focus on its fundamentals 
without having his ability to do so objectively being 
compromised by a favourable, yet potentially exaggerated 
narrative.    

Spier admits that this particular tool is likely to be somewhat 
controversial, as it clashes on a fundamental level with 
the approach of a group of more active investors who 
like to be in contact with the management of companies 
they are looking to invest in, many of whom are highly 
successful in their own right. This is not a problem though, 
as these investment tools are particular to Spier’s own 
approach (which is relatively passive), and are not meant to 
invalidate the approach taken by more active investment 
managers.  
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4. GATHER INVESTMENT RESEARCH IN THE RIGHT ORDER

Given Spier’s high profile in the investing world, it is a 
common occurrence for friends and business associates 
to contact him, looking to pitch a stock to him. When he 
finds himself in this position, Spier always insists that he 
will only even consider investing if he is given the time 
and space to independently analyse the stock. If the friend 
insists on making the pitch, Spier will warn him that this 
would reduce the prospects of him making the investment 
to zero, as it would violate the process of gathering 
investment research in the correct order. This order can 
be summarised as follows:    

a. The process starts by looking through the less 
inherently biased sources of information on the 
business in question. This generally takes the form 
of the company’s public filings (i.e. annual reports, 
quarterly reports and financial statements). On top of 
analyzing the fundamentals of the business, Spier scans 
these resources for unconscious ‘tells’, which if present 
may indicate that all is not well. This may, for example, 
take the form of a footnote below the CEO’s letter to 
the shareholders, or one of the financial statements. 
When reading the annual letter, Spier will do his best 

to ascertain whether it is a faithful representation of 
how the business is going, or essentially a puff piece 
meant to paper over the cracks. Spier describes this 
step as his “meat and veg” – not necessarily the most 
appetizing part of his meal, but most essential to his 
health (or in this case that of his portfolio). 

b. After working his way through his main course, 
Spier will tuck into his dessert. This consists of other 
corporate documents that tend to present a more 
subjective view of the state of the business, such as 
press releases, conference calls, or even books on the 
topic of the company or its founder.    

At no stage will Spier read equity research published by 
brokerage firms, however. Even though such research may 
in many cases be a valuable source of information, it is, in 
Spier’s opinion, better to refrain from engaging with it as it 
is one of many ways of exposing oneself to the big selling 
machine that is Wall St.   

5. DISCUSS YOUR INVESTMENT IDEAS ONLY WITH PEOPLE WHO HAVE 
NO AXE TO GRIND

Spier acknowledges that there is often a large benefit 
to be found in walking through an investment idea with 
another person. However, in doing so it is imperative that 
you avoid being influenced by someone who may have a 
vested interest in convincing you to purchase a stock. It is 
therefore best to talk to another person operating on the 
buy-side who has no stake in your potential decision to 
invest. On top of this overarching criteria, other essential 
elements of such a conversation are:  

a. Confidentiality (fairly self-explanatory for a professional 
investor such as Spier);  

b. Participants in the conversation should not tell each 
other what to do, as this can lead to people feeling 
judged and becoming defensive, and ultimately negate 
any of the benefit that the sharing of opinions may 
otherwise have had;  

c. there should be no pre-existing business relationship 
between the parties (such a relationship would 
potentially prevent the parties from being able to 
advise one another in an objective manner);   

d. it is preferable in such conversations to ask open-
ended questions, rather than specific ones (this leads 
to useful discussions on the merit of an idea, rather 
than a factual answer which, on its own, may not be of 
any substantial use).   
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6. NEVER BUY OR SELL STOCKS WHEN THE MARKET IS OPEN

According to Spier, this tool is designed as a “circuit 
breaker” to further reduce the risk of succumbing to the 
brain’s propensity towards irrational decision making. 
Simply put, Wall St is rewarded for activity (for example 
through brokerage fees), whereas in contrast, value 
investors such as Spier are rewarded for their inactivity 
(gains will be maximized if they are allowed to compound 
without interruption). This self-imposed limitation allows 
Spier to ensure that any decision that he makes is based 
on measured reasoning, and is not a reaction to the daily 
ups and downs of the market or some other emotional 
trigger.  
 
7. IF A STOCK TUMBLES AFTER YOU BUY IT, DON’T SELL IT FOR TWO YEARS

This tool is justified on two levels: 
a. Firstly, it is another circuit breaker. Just because a 

stock falls in price after purchase does not mean that 
its inherent value has changed, but may instead occur 
as a result of market volatility or macroeconomic 
circumstances outside of your control. If your analysis 
was thorough, the stock should still have a positive 
long-run outlook. This tool will save you from pressing 
the panic button, a choice which would most likely 
entail a significant loss on your investment.

b. It also forces you to be more careful in making 
investment decisions. In other words, it is a variation 
of a famous remark made by Warren Buffett. Buffett 
declared that if everyone treated their lifetime 
investment portfolio like a 20-punch train ticket, they 
would be far more careful in choosing valuable stocks 
with favourable long-run prospects, as every bad 
stock choice would come at the cost of a potentially 
successful one, and therefore much more successful 
over time. Likewise, Spier reasons that if you treat every 
investment you make as being irreversible for the next 
two years, you would think far more carefully before 
committing yourself to a particular stock.      

8. DON’T TALK ABOUT YOUR CURRENT INVESTMENTS

Spier considers it advisable to never talk about his current 
investments, as it is generally psychologically difficult to 
back away from a statement made in public. This tool is 
likely to be most relevant to a professional fund manager, 

as their credibility, and therefore confidence in their 
fund, would potentially be damaged as a result of such 
backtracking, but also applies to the private investor who 
will not want to lose face. Instead of discussing current 
investments, Spier sheds light on his thinking to investors 
by giving detailed analysis of stocks sold in his annual 
letters, therefore avoiding the running of this risk. 

9. CREATE A CHECKLIST

Spier arguably regards this as him most useful tool, as he 
dedicates a whole chapter to it. He advocates the creation 
and application of a checklist, which acts as a final circuit 
breaker to prevent the brain from being overwhelmed 
by the overload of information and immense complexity 
that it is presented with, and therefore as a means of 
further tilting the odds in one’s favour when it comes to 
making rational investment decisions. Such a checklist, 
as described by Spier, is constructed by reviewing past 
investment mistakes, and extracting principles that should, 
in theory, serve to prevent the making of the same or similar 
errors in the future. This is based largely on the notion 
expressed most succinctly in the Bobby Bare country song: 
“I’ve never gone to bed with an ugly woman, but I’ve sure 
woke up with a few.” In other words, investments almost 
always seem like a good idea when we make them. It’s 
only after they fail that we tend to notice where we erred 
in the first place.  The idea of the checklist is therefore to 
challenge an investor’s attention in a systematic manner, 
which the mind will not generally naturally do of its own 
accord. One’s checklist should be highly personalized 
and constantly evolving (Spier’s one has over 70 entries). 
Entries should not ask questions intended to verify 
whether an investment will be a good one, but should 
instead be designed so as to prevent recurring mistakes. 
Spier invokes a hypothetical pilot’s checklist as an analogy 
to explain this. It is not particularly helpful for a pilot to ask 
himself, before taking off, whether or not the plane will fly 
quickly, as this will not affect the trip’s overall outcome. 
But, on the other hand, there is obvious merit in the pilot 
asking himself whether some mistake has occurred which 
will prevent the plane from reaching its destination (e.g. 
have all of the necessary safety checks been carried out?). 

“I’VE NEVER GONE TO BED WITH AN UGLY 
WOMAN, BUT I’VE SURE WOKE UP WITH A FEW”
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Despite the fact that Spier’s investing tools have clearly 
been instrumental to the success of the Aquamarine 
Fund, it is worth noting that those looking to emulate this 
success should not do so by applying them uncritically. 
The first reason for this is the sense that you get, through 
reading The Education of a Value Investor, that Spier has, in 
many respects, a distinctive mental process. For example, 
he declares himself to be very risk averse, and explains 
that while on one hand he tends to get deeply engrossed 
in subjects of interest to him (such as researching a stock), 
on the other hand he is prone to being distracted by minor, 
peripheral annoyances (such as clutter on his desk or the 
internet). In other words, given that Spier has explicitly 
developed this approach with himself in mind, aspects of 
it may not quite fit with other people. For example, while 
Spier finds that talking to management is likely to distort 
his ability to objectively assess a stock, there are many, 
more active investors who would generally not invest in 
a business without first getting to know the management 
team, and who have been immensely successful by 
employing this alternate approach. Investors should 
therefore weigh up the compatibility of each tool with 
their own approach before putting Spier’s framework to 
the test. 

That said, from the point of view of a value investing purist, 
it is hard to see how these tools could lead you too far 
astray. Given that they are designed, essentially, in order to 
facilitate an approach that can be applied and reapplied to 
different stocks, in a consistent and objective manner, they 
create a framework that embodies the core essence of what 
value investing is all about. That is to say, by attempting to 
replicate Spier’s approach, you are not necessarily going 
to make the most spectacular returns overnight. You are, 
on the other hand, much more likely to successfully accrue 
positive returns over time, and far less likely to suffer the 
pain of having your portfolio undermined by the collapsing 
price of a risky or poorly-thought-through investment. 
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By Angus Pryde

SKY CITY ENTERTAINMENT

On the 21st of April, the Club held its bi-annual stock pitch competition. This 
flagship event involved teams researching and presenting a buy, hold or sell 

recommendation on NZX-listed Skycity Entertainment (SKC).
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On the 21st of April, the Club held its bi-annual stock pitch 
competition. This flagship event involved teams research-
ing and presenting a buy, hold or sell recommendation on 
NZX-listed Skycity Entertainment (SKC). As ever, the event 
was a success. The depth of understanding of the impor-
tant qualitative and quantitative issues facing the business 
thoroughly impressed the judges throughout the day, al-
though particular congratulations must go to the three 
teams who reached the finals. 

For those unable to attend, I will give a brief rundown of 
SKC - borrowing heavily from the finalists’ analysis (cheers) 
and share my own thoughts on the stock (feel free to ig-
nore).

BUSINESS AND INDUSTRY OVERVIEW

SKC operates in the gaming and entertainment industry. 
Key locations for SKC are Auckland, Hamilton, Adelaide, 
Darwin and Queenstown. SKC has a diversified offering – 
with hospitality, accommodation, attractions and conven-
tions all complementing its core gaming business. That 
said, 77% of Group revenue is earned from gaming - al-
though it is the quality of the whole package that ignites 
people’s inner gambler for a big bet on red. Skycity Auck-
land is by far its best performing location, contributing to 
60% of group revenue and close to 80% of EBITDA.  

The gaming industry is both loathed and loved by govern-
ments. Loathed for its negative social impact, yet loved for 
its tax revenue and economic stimulation. It is a heavily 
regulated industry with strict licensing requirements and 
the need for huge levels of capital expenditure – which 

combine to make a formidable barrier to entry. Compet-
itors within the industry are differentiated by their loca-
tion, quality of physical assets and their synergy in creat-
ing an overall customer experience. Despite the growth in 
online gambling and sports betting, casinos continue to 
flourish – with expenditure in New Zealand increasing by 
8.43% in 2015.

GROWTH STRATEGY

SKC has committed huge amounts of capital to redevelop 
their Adelaide site and also to build the NZICC. 

The $300 million development in Adelaide will see the Ca-
sino redeveloped and the construction of a new hotel. In-
frastructure development has been a key trend in driving 
growth within the industry. 

You may recall the New Zealand International Convention 
Centre being in the news a fair bit a couple of years ago. 
SKC managed to do a deal with the government - securing 
partial funding and navigating through some red tape. This 
is a $470 million development due for completion in 2019. 
It is estimated to attract 33,000 extra visitors a year - a $49 
million top up to GDP and additional source of earning for 
SKC. 

23% of company revenue is earned through international 
business. Management has realised that this is a key oppor-
tunity for growth and are making a focused effort towards 
attracting high rolling guests – particularly from Asia. They 
have been relatively successful in this pursuit and have ex-
perienced strong international growth. In their Australian 
locations they face heavy competition from established 
players in better locations to attract overseas visitors. 

Worth mentioning was Lewis Hamilton’s recent visit to 
Skycity Auckland, where he described it as his “worst ca-
sino experience ever.” Perhaps merely an outburst from a 
jerk in a Merc suffering from small man syndrome, or per-
haps an indicator that SKC is yet to raise its VIP offering to 
a level expected of premium casinos. Interpret it how you 
may, it is important that SKC is able to adequately cater for 
guests that require premium service. Whilst its Adelaide, 
Darwin and Hamilton locations are far off the beaten track 
travelled by celebrities and the filthy rich, its Queenstown 
and Auckland locations certainly aren’t. An important issue 
remains, however: how can the business divert VIP traffic 
away from Sydney and Melbourne and into Auckland?
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WHAT I LIKE

An attractive quality about SKC is that within each of its lo-
cations it operates as the sole casino operator.  This means 
that each casino is an effective monopoly, which provides 
it with an economic moat and the ability to earn relatively 
stable profits free from direct competition within that ge-
ography. 
Recent performance has been encouraging.  Management 
has done a good job controlling costs, with margins ex-
panding across all locations.  Revenue exceeded $1 billion 
for the first time and EBITDA grew 15.4% in the first half of 
2016 compared to 2016. Particularly encouraging was the 
turnaround in Adelaide, with a 58.8% increase in EBITDA 
thanks largely to a huge increase in international business. 
EBITDA margin in Adelaide is 20%, well below the 40% in 
Auckland – which indicates that there is a huge disparity in 
both efficiency and the level of cost base. 

WHAT I DON’T LIKE

A point that was raised by the judges in the final was that 
gaming is in fact a relatively defensive industry. Casinos 
don’t discriminate between bonus checks and redundancy 
payments. This may be the case domestically, but I doubt 
the same can be said for its international business. This 
area of the business operates far more cyclically and is a 

high-beta source of earnings. Given that a significant por-
tion of SKC’s growth is pinned to international customers, 
stagnation or decline in this area will hurt the SKC growth 
story and this will likely be reflected in the stock price.

SKC’s medium term performance is clouded with uncer-
tainty. It has already committed north of $500 million in 
capital towards the NZICC and Adelaide redevelopments, 
elevating its risk profile significantly. The impact these 
projects have on earnings is unclear. If they disappoint and 
fail to meet market expectations, then I’d hate to own SKC 
shares. 

Another area of risk facing SKC is succession to departing 
CEO Nigel Morrison, who recently announced his resigna-

tion effective at the end of April. Morrison has been SKC’s 
dealmaker-in-chief. He more or less wiped the floor with 
Steven Joyce during NZICC negotiations, and successfully 
secured the extension of exclusive Auckland and Adelaide 
casino licences. Losing someone who has such a strong 
track record in growing revenues and profits amidst a time 
where SKC’s risk profile is elevated must leave shareholders 
uneasy. A global search for his replacement is underway.

Inherent in the industry is regulatory risk. The New Zea-
land and Australian markets are both relatively stable in 
this regard, although several comments from opposition 
parties suggest they may reform and revoke SKC’s ability 
to operate in NZ. I view this very sceptically, and put these 
comments down to the opposition’s tendency to complain 
about well, everything.

VALUATION

All three finalist teams reached different measures of the 
intrinsic value of SKC. 

Comparable analysis proved difficult with SKC, given that 
it has no NZX listed competitors and few counterparts on 
the ASX. Looking further afield into foreign markets again 

SKC’S MEDIUM TERM PERFORMANCE IS   
CLOUDED WITH UNCERTAINTY
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has its challenges – these stocks tend to be larger cap and 
be exposed to materially different market conditions. Rec-
ognising this, eliminating significant outliers, and applying 
appropriate weight to each factor should lead to a valua-
tion you can be relatively comfortable with. 

CONCLUSION

Valuation aside, I would sell SKC. 

Its growth story is uncertain and risky. Will the NZICC be 
able to compete with established players in arguably bet-
ter locations? Will its effect on the bottom line be worth 
the significant investment required? How will SKC’s inter-

national business growth hold up amidst an Asian eco-
nomic downturn? Will it ever be able to lift its Adelaide lo-
cation’s performance to a level deserving of the city’s 1.35 
million population?

Too many questions need answering. Catalysts that would 
change my mind would be if SKC employed a strategy of 
selling off its underperforming assets, such as the Darwin 
location. SKC has arguably diworsefied by expanding into 
different locations that have failed to reach the same level 
of success as Auckland. It would also provide same extra 
cash, which would help shareholders breathe a little easi-
er when the NZICC and Adelaide redevelopment bills come 
due.
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By Hamish Kumar

THE GRAHAM & DODD 
BREAKFAST

The breakfast brings together alumni, students, scholars, and practitioners 
for a forum on current insights and approaches to investing, attracting some 

of the most prominent figures in finance.
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8th October, 2015 marked the 25th annual Graham & Dodd 
Breakfast in New York. Just metres away from Central Park, 
the function was held at the beautiful Pierre Hotel. The 
hotel boasted elegantly painted walls, grand pillars, and 
beautiful chandeliers. Students are typically not allowed 
to attend this event, but Raymond Webb, a regular guest 
speaker for UAIC, kindly pulled a few strings to allow me to 
attend. Throughout its history, the Graham & Dodd Break-
fast has hosted some excellent keynote speakers. These in-
clude the likes of Seth Klarman, founder of Baupost Group, 
a hedge fund now worth ~$30b; Tom Russo, a partner at 
Gardner Russo & Gardner, a fund that beat the S&P500 by 
4.7% annually between 1984 and 2011; and Bruce Berkow-
itz, voted as Domestic-Stock Fund Manager of the Decade 
by Morningstar in 2009, and the equity fund manager who 
founded Fairholme Capital Management.

This year’s keynote speaker was a 1989 graduate from MIT, 
Phillippe Laffont, the French founder and portfolio man-
ager of Coatue Management, a ~$10.5b hedge fund based 
in New York. Coatue Management was founded in 1999, 
and is predominantly a tech-focused long-short equity 
hedge fund. Although the investment philosophy of Phil-
lippe Laffont’s fund is much different to that of UAIC’s, his 
speech was nonetheless very educational and inspiring. 
The moderator for the event was Bruce Greenwald, the 

Robert Heilbrunn Professor of Finance and Asset Manage-
ment, and Co-Director of the Heilbronn Centre for Graham 
& Dodd Investment, at Columbia Business School.

The 8am start for the event was accompanied by a fruit-
ful breakfast that also included an assortment of breads 
and spreads. The morning began with a warm welcome 
by Mr. Greenwald, followed by a brief description of the 
illustrious history of the Graham & Dodd Breakfast. Phil-
lippe Laffont was then introduced, and the event was truly 
underway. Laffont began with some general principles for 
investing, often using Warren Buffett as an example. The 
first principle he touched on was the need for specialisa-
tion. The stocks that have yielded the most return for Berk-
shire Hathaway have typically been banking and insurance 
stocks. He highlighted Warren Buffett’s success in investing 
in these stocks to reinforce the need to stick to your circle 
of competence, and to focus on businesses you truly un-
derstand. Laffont also emphasised sticking to your invest-
ment philosophy, regardless of recent performance. Dur-
ing the tech bubble of 1999-2000, Warren Buffett stuck to 
his investment philosophy, despite his performance being 
considered sub-par by many critics. Buffett’s unchanged 
beliefs and stock picks proved to be an excellent choice, 
with tech stocks eventually plummeting, and Berkshire 
Hathaway being relatively unaffected by the bust. Laffont 
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also emphasised that, as investors, we should all expect the 
unexpected. Speaking from his own experiences, he said 
that we should expect our portfolio value to decrease tem-
porarily by about 50% every 10 years. He stated that as a 
fund manager, a movement like this could mean an almost 
immediate collapse of your fund, depending on its struc-
ture. This is why when using your own money, you won’t 
be forced to change your philosophy during tough times, 
as external pressures won’t force you to change your in-
vestment strategy. Also, some years, you may not beat the 
market. However, yearly performance does not matter 
if you beat the market on average. Interestingly, despite 
adopting a tech-focused long-short equity fund strategy, 
Laffont also discussed the importance of tying together the 
various aspects of the financial statements, instead of seek-
ing the ‘buzzwords’ with these stocks.

Laffont continued by discussing the unique dynamics of 
tech stocks. He stated that most tech stocks don’t become 
successful companies due to the ever-changing environ-
ment of Internet and technology. These stocks generally 
have very small book values, and can therefore be de-
stroyed easily. Companies as well known as Snapchat and 
Netflix currently make little or no profit. This is because 
it is often difficult, or takes time, to monetize a good idea 
in the tech sphere. Laffont stated that for every 150 tech 

stocks that go public, about 130 of these businesses would 
remain unprofitable for many years, if not forever. Howev-
er, it is the few stocks that make it that are truly amazing. 
Over history, this has included the likes of Microsoft, Apple 
and Google. From what I understood of this, in a purely 
long-stock perspective, you must be extremely talented to 
be able to spot the next big tech business early. And if you 
invest late, you may have lost your opportunity in gaining 
an excellent return. 

So how does Laffont aim to scope out potential long op-
portunities? It usually varies per business, but he used 
Netflix as an example to explain his investment rationale. 
Netflix is a fixed cost, subscription-based model. Therefore, 
what Laffont did was aim to estimate customer numbers in 
the next five to ten years. He then estimated what would 
happen to the price per subscription, and the gross mar-
gin earned per customer. Even though Netflix is not very 

IT IS OFTEN DIFFICULT, OR TAKES TIME, TO 
MONETIZE A GOOD IDEA IN THE TECH SPHERE
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profitable right now, he stated that based on this simple 
analysis, he believed that Netflix would be very profitable 
over the next few years. From here, Laffont stated that he 
compared his forward EBIT to the current price, suggest-
ing a buy opportunity for him. Some other key metrics he 
looks into include down beta. Beta measures the volatility 
of a company’s stock price relative to the market. Beta is 
often used as an indicator of risk, and affects WACC (the 
weighted average cost of capital) through the cost of eq-
uity capital aspect. However, down beta is telling us what 
the stock does only when the market is down. Laffont aims 
to answer why certain stocks may have high or low down 
beta, and through this analysis, unfold the relative risks of 
each business. He also suggests buying stocks when the 
price is down, as this will cause a spring effect. Laffont also 
puts great emphasis on trusting management in regards to 
tech companies. He used the example of Amazon, where 
he trusts management, despite the business selling certain 
products that are uneconomical to them. However, he did 
suggest that Amazon Prime membership fees cover the 
losses of these individual sales.

Finally, Laffont closed his speech with a discussion of how 
he believed technology would evolve in the next five to ten 
years. He stated that, currently, USA and China are very 
advanced in terms of software development. However, as 
technology progresses, there will be a fundamental shift 
from hardware to software, causing other advanced na-
tions to ‘catch up to the pace’. Laffont also suggested that 
smartphones might become like the laptop or PC market 
in the future, because the market is nearing saturation. He 
believed that this type of business would become a low 
growth segment of technology, and that this could be vis-
ible through the slightly noticeable decrease in hype for 
each progressing iPhone. The most interesting assumption 
of the morning was looking past the electric car era, but 
more towards the future of self-driving cars. Laffont be-
lieves that in the future, self-driving cars may be manufac-
tured and developed by companies such as Apple, Google, 
and Uber. 

Some other interesting topics were also brought up dur-
ing the Q&A period. This included how Laffont didn’t pay 
too much attention to the macro variables of the economy 
when making investment decisions. His rationale was that, 
most of the time, we are greatly wrong or too late in pre-
dicting macro events. Therefore, if we take these potential 
events into consideration, it could unnecessarily affect our 
investment choices. He believes that we shouldn’t think 

about these big picture events, and  avoid any kind of risk 
hedging activities purely for this purpose. Laffont also be-
lieves that he is very similar to value investors, despite in-
vesting in many businesses that still don’t generate a profit. 
His reasoning was that value investors look at metrics like 
trailing PE ratios to dissect the actual value of the compa-
ny. However, what he does instead is only marginally dif-
ferent, where instead of look at trailing PE, he predicts PE 
for the next 5-6 years and compares it to today’s value.

Finally, I would like to take this time to thank Raymond 
Webb for presenting me with this wonderful opportunity. 
Partly due to his efforts, I was even fortunate enough to 
meet Bill Ackman, who was in attendance at the Graham 
& Dodd Breakfast. Bill Ackman is the founder and CEO of 
Pershing Square Capital Management, a hedge fund valued 
at close to $15b. I was also lucky enough to be invited to 
dinner with Raymond and a recent Value Investing MBA 
Graduate from Columbia University, Tom Schweitzer. The 
meal was fantastic, and the view overlooking Radio City 
Music Hall was outstanding.

Hamish Kumar - UAIC Investment Committee Analyst with Bill Ackman - 
CEO of Pershing Square Capital Management

HOWEVER, AS TECHNOLOGY PROGRESSES, 
THERE WILL BE A FUNDAMENTAL SHIFT FROM 
HARDWARE TO SOFTWARE
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