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London Value Investor Conference 

This May the annual one day London Value 
Investor Conference was held for the third time. 
Presenting in front of almost 400 attendees was 
luminaries such as Mason Hawkins of 
Southeastern Asset Management, Donald 
Yacktman of Yacktman Asset Management and 
many others. The day was obviously jam packed 
with information and everybody will have returned 
with different insights. My three overall reflections 
were the heavy focus on the management of 
companies, a more activist streak in the 
presentations than the previous years and warnings 
not to be lured into low multiple, lower quality 
stocks in the later part of the equity cycle.  

A focus on corporate management is in many ways 
natural at a value investing conference. It’s most 
often the actions of management that will 
orchestrate a turn around in the company with the 
bombed out stock and it’s their efforts that will 
increase the intrinsic value per share over time. In 
this they must both be able to develop and take 
advantage of a competitive advantage as well as to 
prudently allocate capital. In the words of Hawkins 
“A good manager is a good business operator and 
a good capital allocator”, to which Andrew 
Hollingsworth of Holland Advisors / Farnam 
Street Capital, added that in their opinion 
management must also be good return generators 
(e.g. achieving high returns on capital).  

Many presenters agreed that finding the competent 
manager to partner with is the hardest part of the 
job as a portfolio manager, but Aled Smith of 
M&G Investments pointed out that in this era of 
data abundance the differencing factor giving an 
edge to an asset manager is often what cannot 
easily be measured. According to Jonathan Mills of 
Metropolis Capital one subset of businesses where 
it’s easier to find good management are those 
companies that are ‘owner occupied’, i.e. one 
where a remaining active founder, and ideally the 
workforce more broadly, have a significant 
ownership stake. His opinion was that this is 
because the start-up conditions forge some very 
beneficial traits for companies. A start up is a) 
capital strapped, so they become good at capital 
allocation, b) sales dependent, so they become 

customer focused, c) being fragile they adapt to 
survive, so they become relentless innovators and 
d) they make short-term sacrifices, so they become 
long term driven.  

The wish list of the advantageous traits of 
managers was long and for many presenters 
focused on people skills “without being a sissy” 
but more interesting was perhaps Yacktman’s 
discussion that the most frequent lacking skill of 
management is in capital allocation. This is because 
persons have become managers by being good 
operators of divisions. When they later as CEO, 
also are supposed to handle capital allocation, it’s 
not in their skillset. Yackman also said that he 
thought it too hard to judge if the things managers 
say they will do, will also work out. Instead you 
should judge managements after what they have 
pulled off previously. 

This ties in to a long running debate in value 
investing on whether to meet with management or 
not. Jon Moulton of Better Capital advised never 
to invest in a company without visiting its top 
brass. You simply don’t know how things work 
before you’ve been there. Also don’t just talk to 
the media trained CEO or CFO. Meet with middle 
management, customers, suppliers etc. Hawkins 
said that his favorite question when meeting 
managers the first time is “What is your job? What 
are you here to do?” The preferred answer is some 
variety of “building intrinsic value per share by 
developing a competitive advantage and by good 
capital allocation”.  

However, if managers are no good (or up to no 
good) they can be replaced and this brings us to 
the second topic – activism. Hawkins claimed that 
Southeastern Asset Management engages in activist 
actions about twice a year and that the actions 
often build on the insight that changing people 
change results. If they buy a good company for a 
good price but with poor management then they 
always have the flexibility to change management 
and tick three of three boxes. Mason Morfit of 
ValueAct Capital noted that traditional investing 
gives you the options “buy”, “hold” or “sell”. 
Activism adds the option “improve” and also gives 
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you good insights to utilize when buying, holding 
and selling.  

Several of the non-pure activist portfolio managers 
also said things like that they “like being owners” - 
they see it as an obligation to be active and “speak 
up on the behalf of shareholders”. The focus of 
their activities ranged from lobbying against a) 
expensive acquisitions, b) poor management 
incentive schemes that reward mediocrity and c) 
the use of stock options where management then 
will profit from increasing the volatility of the 
business instead of its value, to c) arguing for buy 
backs of stocks when they are cheap. Morfit – the 
only pure activist on the conference – noted that 
with “CEOs being the least contrarian people on 
earth” there is a need for a long-term disciplined 
view on capital allocation in companies.  

ValueAct Capital turned out to be something else 
than the normal confrontational type of activist 
that is so well publicized. The firm serves on 37 
corporate boards where only one has been gained 
through a proxy fight and all the others through 
invitation. They try to locate quality businesses, get 
access to the directors and build relationships with 
them. They then aim to serve on the board, create 
value through their governance and thus get more 
money to invest in new quality businesses. 
ValueAct typically invest in companies that do not 
need radical innovation but instead more efficient 
management. It all just goes to show that value 
investing comes in many varieties.  

Over to our third topic: Tim Hartch of Brown 
Brothers Harriman stated that it’s now time to be 
careful and patient. For investors that strive to 
invest in high quality companies trading at a price 
below intrinsic value the current environment - 
five years after the market trough - is tricky and 
there is a great temptation to buy low multiple 
stocks of lower quality when the stock market is 
becoming expensive. However, this is the time 
when instead you want to own plenty of 

“insurance qualities” in your holdings. When the 
cycle at some point turns down, the low quality 
companies lose more of their earnings and 
suddenly they are the expensive ones being hit by a 
double whammy. Hartch views the high quality 
names as alternatives to cash that partly protect 
you in a downturn but also protect you from 
getting the timing wrong when the downturn 
arrives. 

Richard Rooney of Burgundy Asset Management 
gave an interesting graphical representation of the 
same topic, showing that if you invest in constant 
high quality the value character of the portfolio will 
degrade (i.e. the multiples will increase) during the 
time from the stock market through to the stock 
market peak. If you on the other hand invest in 
constant low multiples the quality will instead 
degrade going from through to peak and you will 
be very vulnerable when the downturn comes. The 
solution to both degradations can obviously be to 
phase in cash in later parts of the cycle. Burgundy 
has instead chosen to be fully invested in quality 
stocks and to be more forgiving on multiples in the 
later parts of the cycle.  

Plenty more was said and a lot of stock 
recommendations were given. However, those I 
will not reveal. Some competitive advantage for 
those who attended should be kept. Instead we end 
with two of the best quotations presented on the 
conference: “It is largely fluctuations [Behavioural 
Biases], which throw up bargains [Value], and the 
uncertainty due to fluctuations [Investment Process], 
which prevents other people from taking advantage of them.” 
/John Maynard Keynes, with notes in brackets by 
Andrew Cormie of Eastspring Investments. 
“Choosing individual stocks without any idea of what you’re 
looking for is like running through a dynamite factory with 
a burning match. You may live, but you’re still an idiot.” 
/Joel Greenblatt as presented by Andrew 
Hollingworth of Holland Advisors. 

See you in London next May! 
 

Mats Larsson, August 7, 2014	  


