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Dear Investors, 

Hugh Hendry recently noted an impinging comment, 
‘the arrogance and conceit of a well formed argument’ 
which comes to mind when reflecting on this quarter. 
No matter how strong one’s objective investment case 
can be, it can be littered with subjectivity which is 
misplaced.    

The quarter marked what many had been waiting for, a 
return of volatility. Not since 3 November 2016 did the 
VIX hit 20, that was until the first few days of February 
2018. It felt like a pressure cooker that was simmering 
along for an extended period suddenly explode, but not 
at all surprising. In fact, the explosion broke records as 
well as investors balance sheets.  

The VIX witnessed a record increase of 115% and the 
Dow Jones fell a record 1,175 points. Still the markets 
erased 2018 gains and some. After the dust settled many 
theories as to why this rampant collapse precipitated. 
Reasons included short volatility traders,  higher bond 
yields, North Korea and Trump’s aggressive trade 
policy stance, just to name a few. How about the simple 
fact that markets had gotten ahead of themselves in 
January? Overly discounting the positive effects from 
lower taxes, a strong global economy and strong 
earnings expectations (more of the latter later).  

As we write this, volatility hasn't gone away and it feels 
like we should expect more of the same throughout the 
year especially as we enter a period where central banks 
hawkish deportment creates uncertainty. Its uncertainty 
that markets find disquieting.  

Since the GFC we have had predictability and guidance 
from the world’s largest central banks and as time 
passed certainty was the doctrine. Today, in an era 
where many investors have forgotten classical market 
forces, a return to higher inflation invariably leads to 

higher interest rate and the impact they have on 
asset prices. Certainly, early on in any shift in 
economic policy creates antipathy. Uncertainty 
leads to anxiety which then leads to fear. Fear 
begets fear, not a good outcome. We believe we are 
starting to undergo this reassessment of economic 
policy and the paroxysm it could bring.  

Tighter money supply and credit conditions give us 
reason to worry, but for the time being the global 
economy continues to hum along nicely despite the 
barbs thrown around by the US administration.  

Our reference to Hugh Hendry, reminds us as 
investors, no matter how strong a case we build for 
any investment, events this quarter should remove 
any hubris or haughtiness in our work or thoughts.  
Constructing erudite arguments without care for 
critical factors that can cause a loss of capital 
becomes irrelevant.  

The truth is, no one can predict when the other 
show will drop. To that end, our protection strategy 
helped when markets took a turn. It is at times like 
this the ‘insurance policy’ in place provides us with 
the psychological position to act when fear besets.   

Now The Good News…..well kind of 

Despite all of these negatives there are some 
positives. We feel that earnings in 2018 should 
remain robust and many of the companies we have 
spoken with suggest that Q4 ‘17 strength continued 
into Q1 ’18. However, the expansion in market 
expectations does seem aggressive from where we 
stand. The S&P 500 EPS growth for 2018 is 
expected at 20%, driven in part by lower taxes and 
the strong global economy. It feels like a case where 
analysts have built in too many positives into their 

^Calculations are based on total returns and net of all fees but before tax or the buy/sell spread. Performance figures are  in 

AUD. Past performance is not a reliable indicator of future performance. 
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Highlights 
Healthcare valuations attractive after 
portfolio investment gets acquired 
 
Earnings expectations too optimistic 
 
Global economy remains strong  

Performance (net of Fees)^ 3 Months Since Inception 

Wenlock Global Fund  +5.19% 11.16+% 

MSCI World Net Total Return 
(AUD) 

+0.60% +9.24% 



models. We do not deny that global economy is 
growing at a decent pace but we question the 
sustainability of such rampant expectations so early 
on in the year. We would love to be proved wrong.   

For Q1, S&P 500 EPS is due to grow by 18.4% 
(source: Thomson Reuters) and revenues by 7.3% 
albeit a large part driven by Energy and Materials. 
Higher interest rates are expected to help Financials 
while Technology is expected to get a boost from 
Cloud based growth. As usual, we keep a close eye on 
outlook statements, which will determine shifts in 
earnings expectations. As noted earlier, our view on 
2018 growth rates look top heavy and so any change 
will cause anxiety for investors.   

Q4 earnings were strong across the board and many 
of our investments continued to delivery double digit 
cash flow growth. Driven in combination by strong 
revenue growth and operating leverage.  

Our investments face secular tailwinds which have 
long runways and be believe that trade policy setting 
and other political shenanigans will have a minor 
impact in the short term, if at all. Fundamentally 
those investments are less sensitive to the gyrations 
of the global economy as they portend changing 
behaviours that benefit individual investments. Our 
focus remains on Free Cash Flow metrics and we see 
them improving for the rest of the year.         

To remind investors, cash flow generation is very 
important to us when we examine the attractiveness 
of businesses. Attributes of cash flow we spend a 
considerable time analysing include: 

• Operating and Free Cash Flow growth 
• Adjusted Free Cash Flow return on 

investment (adjusted for capex and share 
dilution where appropriate) 

• Free Cash Flow yields 
• Capital Allocation 

Performance Review 

Performance for the quarter was led by the 
investment in Bioverativ which was acquired by 
Sanofi. A combination of satellite and core 

investments contributed to the outperformance. 
This was a complete reversal to the previous quarter.  

For the first quarter of 2018 the Fund’s NAV 
returned +5.19% net of fees compared to the MSCI 
of +0.60%. We remind ourselves that it’s the long 
term that counts and that short term bouts of 
performance do not reveal the greater picture of our 
underlying investments. January was the strongest 
month as February and March witnessed some 
sharp market declines. The Fund outperformed in 
each month culminating in the performance for the 
quarter.   

Our investments will witness periods of 
outperformance and underperformance as the 
market vacillates over its views on the businesses we 
own. However, over the longer term we expect the 
businesses to benefit from secular trends, but 
ultimately its the level of cash each business 
generates that will be the weatherglass.  We spend a 
disproportionate amount of our time analysing the 
cash flow dynamics with each investment to ensure 
that returns are growing and sustainable. Sometimes 
this can throw up challenges and as Jeff Bezos 
quipped  ‘last quarters results were done 3 years 
ago’. Assimilating this into our valuations provides 
for an assessment of an otherwise noisy short term 
cash flow profile.    

Protection 

Over the quarter the fund’s strategy demonstrated 
the usefulness of employing protection, especially 
after such a lengthy period of strong market returns. 
Our circumspect stance on the record market rally 
was rewarded with an increase in volatility during 
the period. However, the markets recovered, 
negating part of the contribution from the 
protection. For us, it clearly validated the strategy in 
place. Below we show the contribution from the 
protection during that period when markets fell 
heavily.  
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Portfolio Review 

As we mentioned in our January monthly report, the 
weakness in December reversed in January as some of 
the investments recovered.  

Healthcare 

In January, our investment in Bioverativ was acquired 
by Sanofi. Despite its contribution to performance over 
this period, we felt that Bioverativ, over the long term 
would have provided greater benefit to the Fund. It is 
the leader in haemophilia therapies with novel drug 
developments that could have seen it expand its  
market share. Proceeds from the takeover where 
invested into two new healthcare companies that we 
have been monitoring for a while. Investments in 
Insulet and Ionis were initiated.  

Insulet is a producer of ‘Insulin Pods’. These pods 
attach to the body allowing for the release of insulin for 
diabetes management whilst connected to a device like 
a phone. The product is differentiated from the 
traditional insulin pumps in the market as it doesn't 
require de-bubbling, tubing or other contraptions. 
Expected free Cash flow growth is 30%. 

Ionis is a leader in molecular Antisense technology that 
allows for the production of gene modifying drugs. Its 
technology works at the genetic level by repairing 
defective genes from manifesting into debilitating 
diseases.  Its lead product Spinraza, is used to help 
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patients with Spinal Muscular Atrophy, a genetic 
disease that effects muscle function around the body. 
Ionis’s Antisense platform of technology is being 
used to develop drugs for the other genetic diseases. 
Free cash flow growth 2019 >50%.    

Hotels 

We initiated a position in InterContinental Hotels 
Group after some price weakness. It is an asset light 
hotel group with brands such as Holiday Inn, 
CrownPlaza and the eponymous upscale 
InterContinental. The franchise model generates 
strong cash flows that are reinvested into the brands 
to drive growth and to deliver stronger margins. Its 
progressive capital allocation policy ensures it is 
disciplined with its cash flow. Free cash flow growth  
10%. 

Technology 

During the quarter we took advantage of weakness 
in initiating a position in Intel. The name draws 
mixed emotions amongst investors, generally 
negative. We draw parallels to Microsoft (MSFT) 
when Satya Natella took over as CEO when the 
valuation was attractive. Everyone knows Intel as a 
PC play, much like Microsoft previously. Akin to  
MSFT, Intel’s PC related business isn't performing, 
however it’s the Data Centre (DC) business that is 
posting double digit growth and now represents 47% 
of sales in Q4 2017. The most important aspect of 
the this dynamic is its operating margin. DC’s 
operating profit is equal in quantum to its PC 
operating profit but the margins are considerably 
higher for DC (54% v 36% for PC). Moreover, cash 
flow generation is robust and growing despite the 
heavy investment in new technologies. Free Cash 
flow growth is 20%.    

Other activity 

We exited positions in Ebay, Biogen, Comcast and 
Compass.  

The fund maintained and rolled over its protection 
standing at around 70% of NAV.  

 

 



Outlook 

The market forecasts for EPS in 2018 gives us reason to 
be concerned given S&P 500 earnings are expected to 
grow 20% and we are only just past the first three 
months of the year. We suspect the market is starting 
to discount our concerns with a 2018 estimate PE of 
16x, inline with the 5 year average but below the 10 
year average. Simple maths would suggest a further 
10% fall in the S&P 500 might infer a 10% cut to 
current earnings expectations, with the PE effectively 
remaining the same. We feel this could be a possibility 
but hold the belief that the global economy will 
continue to be remain robust during 2018.  

The yield curve inversion theory worries many 
investors including us, as its has a high level of 
accuracy in presaging a recession. It is worth noting. 
since 1968, from the point the yield curve inverts the 
median period to the peak in the stock market is 18 
months. The median gain for the market over this 
period was 21%. The median time for a recession from 
when the yield curve inverts is 19 months.  

The next few months should provide clarity as to the 
earnings trajectory for the remainder of the year. We 
expect strong earnings reports with some tempering of 
full year expectations. 
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Sector Allocation (ex cash) % of NAV 
Technology 42% 

Healthcare 22% 

Consumer Discretionary 13% 

Industrials 10% 

Consumer Staples 9% 

Financials  2% 

Fund Statistics - March 2018 

Top 10 Holdings  Sector 

Accenture           Technology 

Amazon Consumer Discretionary 

Apple Technology 

Estee Lauder              Consumer Staples 

Intel Technology 

Microsoft  Technology 

Novo Nordisk Healthcare 

PayPal Technology 

Richemont Consumer Discretionary 

Visa Technology 

Currency Exposure % of NAV 

US Dollar 72% 

UK Pound 14% 

Euro 5% 

Danish Krone 4% 

Swiss Franc  4% 

Australian Dollar 1% 

Country Allocation % of NAV 

Performance growth of AUD $10,000^ 



Wenlock Global Fund 
 The Wenlock Global Fund targets long term  capital growth whilst  ensuring  

capital preservation . The Fund invests  in  20-40 superlative businesses across 
the world that are exhibiting strong long term secular trends. At times, the 
fund employs protection to mitigate against large falls in asset prices.  

 These superlative businesses are selected after rigorous fundamental bottom 
up research which provides the Fund potential long term capital returns.    

Investment Style   |  Bottom - Up Fundamental Research based on Cash Flow Returns  

Number of Holdings  |  20-40  

Inception Date  | 9 August 2017 

Currency   |  AUD 

Minimum Investment | $10,000 

IMPORTANT INFORMATION 

Equity Trustees Limited (“Equity Trustees”) (ABN 46 004 031 298), AFSL 240975, is the 
Responsible Entity for the Wenlock Global Fund. Equity Trustees is a subsidiary of EQT 
Holdings Limited (ABN 22 607 797 615), a publicly listed company on the Australian Secu-
rities Exchange (ASX: EQT). This document has been prepared to provide you with general 
information only. In preparing this document, we did not take into account the investment 
objectives, financial situation or particular needs of any particular person. It is not intended 
to take the place of professional advice and you should not take action on specific issues in 
reliance on this information. Neither Equity Trustees nor any of its related parties, their 
employees or directors, provide and warranty of accuracy or reliability in relation to such 
information or accepts any liability to any person who relies on it. Past performance should 
not be taken as an indicator of future performance. You should consider the Product Disclo-
sure Statement (“PDS”) before making a decision about whether to invest in this product. 
The PDS can be obtained by visiting www.eqt.com.au/insto or request a copy by calling the 
Portfolio Manager, Wenlock Capital Pty Ltd on +61 (2) 8245 0503 or emailing them at en-
quiries@ wenlockcapital.com.au. Past performance is not a reliable indicator of future per-
formance. 


