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His Masters thesis at M.I.T.’s Sloan 
School was on the pricing of com-
modity options, but one of Bernard 

Horn’s key takeaways from business school 
was advice from one of his thesis advisors, 
Fischer Black, on exceptions to market effi-
ciency. “He was a value investor and always 
said if you buy low P/E stocks in a disci-
plined way over time, you can beat the mar-
ket,” says Horn. “I basically took that and 
said I’d apply it globally, which is what I’ve 
been doing for the last 35 years.”

And quite well at that: his Polaris Global 
Value Fund since 1989 has earned an average 
annual 9.9%, vs. 6.5% for the MSCI World 
Index. Not at a loss for ideas, he’s finding op-
portunity today in such areas as industrial 
gases, engineering services, credit cards, lot-
tery systems and oil refining.          See page 2
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One of your competitive strengths has 
been how you prospect for ideas world-
wide. Is it tougher to stand out on that 
front as more and better information has 
become so readily available?

Bernard Horn: There has been a revolu-
tion, driven by technology, in what’s avail-
able. When I started out in the early 1980s 
if you wanted to get information on in-
ternational stocks, you basically had one 
source, the Capital International Survey, 
published out of Geneva. It was published 
once a month and gave basic financial in-
formation on about 2,500 companies in 
23 countries. I’d use that to identify stocks 
with low valuations based on cash earn-
ings, and then I’d write letters or send 
telexes to ask for annual reports. They 
would show up a month later, often not 
in English, and I’d sit with the relevant 
foreign-language dictionary to try to de-
cipher what the financial statements said. 
That was the state of the art then.

Fast forward to today and we have 
access to all the basic information we’d 
want on close to 40,000 companies in 120 
countries. We look at all cap sizes, all in-
dustries and all countries. We use the Re-
search Insight database from Standard & 
Poor’s and an important feature of the da-
tabase is that we can add the proprietary 
information we collect in our research to 
the database, which helps us greatly in the 
research process.

Describe the proprietary adds you make.

BH: For each company in the database we 
try to ascertain the trailing level of what 
we call maintenance cash flow. That’s op-
erating cash flow adjusted for an estimated 
maintenance level of capital spending. In 
getting to that end result, the system auto-
matically calculates a maintenance level of 
capex and makes adjustments for things 
like cross-border differences in account-

ing treatment. The system also adjusts for 
currency exposures if the stock trades in a 
different currency than the functional one 
in its financial statements. We have a filter 
on balance sheet leverage, removing com-
panies with more than 50% debt to total 
assets. To avoid potential value traps, we 
also filter out companies where the 10-
year trend in cash flow as a percentage of 
sales or per fully diluted share is negative.

Once all the filters are run, the database 
then compares the maintenance cash flow 
with the current market value and ranks 
all remaining stocks based on the result-
ing yield. If that yield is greater than 9% 
– the long-term real return on global equi-
ties plus the minimum 2% excess return 
we hope to generate – it’s a candidate for 
further work because such companies ap-
pear to have a stream of cash flow that is 
undervalued. All in all, that process takes 
us from 40,000 companies to maybe 500 
or 600.

Would you say global markets have gotten 
more efficiently priced over time?

BH: The amount of liquidity sloshing 
around the world has put a lot of money 
in people’s hands, so markets have prob-
ably gotten somewhat more efficient as all 
that money is invested. But there remain 
many exceptions. The mean return in 
global equities over the last 75 years is 7% 
after inflation, but the standard deviation 
is 21-22%. That’s a very big dispersion. 

One reason for that is just that humans 
get really excited about trends, pushing 
stock prices way higher or lower than they 
should be, often due to euphoria or fear 
that takes hold in a particular industry or 
country. There are also short-term inef-
ficiencies from too many investors being 
focused not on the longer cycle, but on the 
latest good or bad news or whether a com-
pany is going to meet or beat next quar-
ter’s earnings. Human nature is a key fac-
tor in stocks being mispriced. I wouldn’t 
expect that to change anytime soon. 

As your assets under management have in-
creased to nearly $6 billion, have you had 
to favor bigger companies over time?

BH: We have always specifically avoided 
having any market-cap preference. We’re 
trying to find the most undervalued com-
panies in the world and we’d very much 
limit our ability to do that by tilting one 
way or another in terms of company size.

Only 10-15% of the names in the 
40,000-stock universe are over $5 billion 
in market cap. So most companies in the 
world are fairly small and, if anything, the 
number of them is likely to relatively ex-
pand given the new-company formation in 
places like China and India. Smaller com-
panies also often offer disruptive innova-
tions that we have to understand. Many 
big companies hitting our screens appear 
inexpensive because their businesses are 
under threat from some small company 
somewhere in the world trying to knock 
them off the block with a new technology. 
We just think a multi-cap strategy is best 
suited to how the world works.

How do you further winnow down the 
list of 500 to 600 ostensibly cheap names 
from your database?

BH: We divide up the list among our ana-
lysts and the first thing we do is determine 

Investor Insight: Bernard Horn 
Bernard Horn, Sumanta Biswas and Bin Xiao of Polaris Capital describe how they cull their 40,000-company universe, 
why they believe an all-cap strategy is best suited to today’s world, why their global team consists of generalists based in 
the same office, and why they see mispriced value in Linde, WorleyParsons, Capital One, Rexlot Holdings and Thai Oil.
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if the database has accurately captured 
the financial metrics. Have recent cash 
flow measures been a fluke? Are there any 
explanations for increasing maintenance 
capital spending? Has there been an obvi-
ous shift in the industry environment? 

If everything looks reasonable, we’ll 
discuss it at our weekly investment meet-
ing and decide whether or not to go for-
ward. If yes, the next step is to fire up a 
financial modeling template on the com-
pany, where our analysts estimate as ac-
curately as possible the next five years’ fi-
nancial performance. That’s where the full 
scope of our fundamental research kicks 
in, as we try to understand the competitive 
environment, the business drivers, and the 
company’s unique strengths and weak-
nesses. We also establish a full dialogue 
with the management team.

Michelin [ML:FP] recently made it off 
your screens into the portfolio. What was 
going on that caught your eye to look at it 
more closely?

BH: Michelin had been a permanent fix-
ture on our screens, but we historically 
shied away from it because it was too 
tightly controlled by the Michelin family. 
That started to change when they brought 

in a CEO from outside the family and 
management started paying more atten-
tion to the global manufacturing footprint 
and how to operate more efficiently. We 
were watching all that closely as the stock 
came under pressure last year from both 
the general malaise in the European auto 
sector as well as a decline in the company’s 
important specialty-tire business that sold 
into mining and construction markets. 

This time when it showed up on our 
screens we saw it as an opportunity and 
ended up buying the stock at the end of 
last year. The improvements on the op-
erational side would become more evident 
with cyclical recovery in both European 
autos and the specialty-tire business. At 
the same time, we saw the potential for 
better replacement-tire demand world-
wide as lower gas prices encouraged more 

driving. So far this has worked out well 
for us. [Note: Michelin stock, at €75 at the 
start of 2015, now trades at €97.50.]

What types of things make you pass dur-
ing the research phase?

BH: I’ll give you a couple recent examples. 
From a geographic perspective, Japan has 
been the largest generator of stocks com-
ing out of our screens, but it has been the 
least productive in terms of getting ideas 
into the portfolio. There are a host of rea-
sons, but many have to do with the sustain-
ability of cash flows after an Abenomics-
related boost as well as overall corporate 
governance. We were looking closely at 
a smaller-cap Japanese company called 
Asahi Holdings [5857:JP], for example, 
which generates nice cash flow from a 
precious-metals recycling business. Near 
the end of a perfectly good first meeting 
with management, we asked about their 
thought process around reinvesting cash 
flows. Among their plans that seemed in-
consistent with their current business was 
an effort to invest in massage chairs. We’re 
seeing a lot of things like that in Japan, 
and it’s always a red flag for us.

In another case, this time in Europe, we 
were interested in an Austrian paper com-
pany, Mayr-Melnhof Karton [MMK:AV], 
in part because the company emphasized 
its ability to earn premium prices because 
of its technical expertise and the value-add 
of its products. But when we built the fi-
nancial model on it and adjusted the past 
history for inflation to look at the real 
cash flows, it actually indicated that real 
prices were coming down. We find that 
looking in our analysis at after-inflation 
cash flows, both historical and prospec-
tive, can provide valuable information. In 
this case we knew this was a sunset indus-
try to some degree, but this analysis indi-
cated more competition in the underlying 
sector than we originally thought.

How do you arrive at estimates of intrin-
sic value?

BH: From our five-year forecasts of rev-
enues and cash flows, we do a discounted-

ON JAPAN:
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ideas into the portfolio. 
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cash-flow calculation using a discount rate 
consisting of the 7% long-term real equity 
return, plus 2% of excess return, plus 
the real long-term bond rate in the home 
country – the latter on the theory that real 
bond rates approximate the foreign-ex-
change devaluation we’re likely to experi-
ence in that country. We also will adjust 
the discount rate based on the stock’s beta 
relative to either the global or non-U.S. 
benchmark. I fall into the camp that says 
less-volatile stocks are systematically un-
dervalued by the market, so we’ll increase 
the discount rate – making the hurdle 
higher – the more the beta is over one. We 
like to buy as many low-beta stocks as we 
can get our hands on.

Our base-case financial models are 
very conservative and don’t assume much 
more that what the company is generat-
ing in cash today. We low-ball that to see 
if we can expect to at least earn our 9% 
required rate of return based on the main-
tenance level of cash flow. If we can, we’re 
willing to buy, assuming we’ll get a nice 

return even if things only stay where they 
are. Any upside to the operating perfor-
mance – which we also estimate in a more 
realistic DCF – would provide excess re-
turn over that.

Your research team is made up of general-
ists and operates from one location. Why 
set it up that way?

BH: It’s all grounded in the fact that we 
don’t want to look at something unless 
it’s priced to give us a return that’s going 
to beat the benchmark. That’s the prime 
driver in what we do. Given that what 
comes through our screens can differ con-
siderably over time, we need analysts who 
are able to study different industries when 
they appear potentially undervalued. I 
don’t want to have a pharmaceutical ana-
lyst if we might not have anything to do 
with pharma companies for the next three 
years. 

Similarly we don’t want to have some-
one sitting in Brazil when we don’t believe 

there’s anything to invest in there. They’d 
just be twiddling their thumbs or trying 
to feed us ideas that don’t meet our valu-
ation discipline. We think it’s much bet-
ter to have generalists who are centrally 
located so we can all share information. 
We’re happy to travel to where we think 
the opportunities are. 

You tend to hold relatively equal-sized po-
sitions, 50 of them in your international 
fund and 75 in your global fund. Why do 
it that way?

BH: The basic premise is that we know 
there are potential errors in our work. 
If we knew exactly where they were we 
wouldn’t make them, but we don’t know, 
so we figure they’ll be randomly distribut-
ed. That to us argues for equal weightings.

Do you hedge currency exposure?

BH: Given how we set our discount rates, 
we typically avoid countries that have high 

http://www.valueinvestorinsight.com
http://www.amazon.com/The-Art-Value-Investing-Investors/dp/0470479779
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real bond rates – indicating high poten-
tial exchange-rate risk – unless the stocks 
there are so cheap that we’re getting paid 
to take that risk. Beyond that we don’t do 
any direct hedging of currency risk.

We noticed that prepared-foods company 
Greencore Group [GNC:LN], one of your 
top picks from our last interview [VII, 
July 30, 2010], was your largest holding 
as of March 31. Why would something 
like that stay attractive for so long?

BH: Greencore sells into the grocery mar-
ket in the U.K. and also has a small but 
growing business in the U.S. What’s kept 
it attractive, even as the stock has risen, 
is its leadership in the food-to-go business 
in the U.K. that is growing much faster 
than the overall market. The company is 
in investment mode in the U.S., but has 
so far exceeded expectations in translating 
its business model to U.S. grocery stores 
as well as other chains like Starbucks and 
7-Eleven.

I would add that the stock, especially 
after a strong run this year, is becom-
ing more fairly valued. We’ll continue 
to monitor it, as we do all our holdings. 
More generally, it’s when valuations start 
to build in fairly high growth and fairly 
strong margin expansion that we start 
looking at a position as a potential source 
of cash.

Describe the upside you see in industrial-
gas supplier Linde [LIN:GR].

Sumanta Biswas: Industrial gases is an in-
dustry we know well, having already in-
vested in Praxair [PX], which along with 
Linde, Air Products & Chemicals [APD] 
and Air Liquide [AI: FP] control the vast 
majority of the global market. We like the 
dynamic of the business, which typically 
involves building a plant on the back of 
a long-term contract with a customer for 
60-70% of the plant’s capacity and then 
leveraging that presence to sign on ad-
ditional customers nearby. Once you’re 
established in a zip code, the chances of 
a competitor opening a new plant in the 
area are low.

A few things set Linde somewhat apart. 
One is that it has an engineering division, 
which designs and builds industrial-gas 
plants for itself and others, as well as oth-
er types of facilities in the chemicals and 
energy areas. This is only 10-15% of the 
business and typically earns lower mar-
gins, but we think it provides a competi-
tive advantage in sourcing and acquiring 
new customers on the industrial-gas side.

Another distinction is that Linde has 
a well-developed business supplying the 
healthcare industry, accounting for about 
30% of total sales. A few years back, for 
example, it bought Lincare Holdings, 
which is the largest provider in the U.S. of 
oxygen and respiratory services delivered 
to the home. The large exposure to health-
care should provide stability and down-

side protection to what otherwise can be 
a rather cyclical business.

Another difference about Linde – 
which is not a positive, but provides scope 
for improvement – is the fact that, unlike 
Praxair, it fairly recently instituted the 
model of signing a long-term contract, 
building a plant to fulfill that contract, 
and then loading up with other nearby 
customers. As a result, it doesn’t have the 
same high asset utilization of some of its 
competitors, which results in operating 
margins that are well below Praxair’s, for 
example. It may be difficult to get all the 
way to parity because of the engineering 
division’s lower margins, but management 
is making the right efforts to increase op-
erating efficiency, which should translate 
into higher margins going forward.

Linde    
(Xetra: LIN:GR)

Business: Producer of industrial and medi-
cal gases and provider of engineering and 
construction services for building large-scale 
chemical, petrochemical and other plants.

Share Information
(@5/29/15, Exchange Rate: $1 = €0.917):

Price €175.01
52-Week Range €142.00 – €195.55
Dividend Yield 1.8%
Market Cap €32.51 billion

Financials (2014): 
Revenue €17.05 billion
EBIT Margin           11.1%
Net Profit Margin  6.5%

Valuation Metrics
(@5/29/15):

 LIN:GR S&P 500
P/E (TTM) 29.2 21.5 
Forward P/E (2015 Est.) 21.1 18.2 

I N V E S T M E N T  S N A P S H O T

LIN:GR PRICE HISTORY

THE BOTTOM LINE
The company should benefit from its strong position in an oligopolistic global market with 
better-than average growth from developing markets and as end users increasingly turn 
to third-party suppliers, says Sumanta Biswas. Assuming annual cash flow growth that 
is only half historical levels, he pegs intrinsic value at 25% above today’s share price.

Sources: Company reports, other publicly available information
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What are the primary growth drivers in 
industrial gases?

SB: The primary one is growth in indus-
trial production, which in developed mar-
kets tracks GDP, but is higher than that in 
emerging markets that are increasing in-
dustrial intensity. All of the companies in 
this market are very active and spending 
heavily in countries like China and India.

Another driver is the increased out-
sourcing of supply by large manufacturers 
who have in the past built and managed 
their own air-separation facilities to sup-
ply their needs. It’s not as if a switch has 
been flipped and everyone is deciding to 
outsource, but the trend is toward less 
vertical integration in this area, which will 
benefit third-party suppliers like Linde. 

With the shares at a recent €175, how are 
you looking at valuation?

SB: With emerging markets slowing down, 
Linde’s order book near the end of last 
year wasn’t growing as much as the Street 
hoped and the shares fell into the 9-10% 
yield range on maintenance cash flow. Our 
cash-flow expectations tend to be higher 
here than what’s reported because plants 
are depreciated much faster than their use-
ful lives, so our estimate of maintenance 
capex is materially less than reported de-
preciation would indicate.

Our intrinsic value estimate is current-
ly €215 to €220 per share. That assumes 
management can increase cash flows at 
mid-single-digit annual rates, which we 
consider conservative. The company has 
consistently grown cash flows at high-
single-digit to low-teens rates in the past. 

From industrial gases to lottery systems, 
explain the investment case for Rexlot 
Holdings [555:HK].

Bin Xiao: The company is Hong-Kong 
based, offering lottery services in every 
part of the value chain in China. For ex-
ample, it has exclusive contracts with 
nearly half of the Chinese provinces to 
provide the Lotto equipment and systems 
used in retail shops. It produces, markets 

and distributes scratch-card lottery games. 
It also is a leading provider of related lot-
tery and sports-wagering services online.

Lotteries are overseen by two regula-
tors in China, one to raise funds for social-
welfare programs and the other to bring 
in money for sports-related development. 
Both are administered by the Ministry of 
Finance, and Rexlot has strong relation-
ships with each built over many years as a 
leading supplier.

We believe the Lotto and scratch-card 
businesses are undervalued and should 
continue to generate nice cash flows, but 
the story here is around the sports-related 
Internet business. There’s not really an 
analog in the U.S., but in China private 
companies have been sanctioned by the 
government to basically run large and 

sophisticated sports-betting websites in 
return for a roughly 35% royalty on the 
proceeds. It’s a huge market, growing very 
rapidly, and has opened up a new market 
for the government, reaching higher-in-
come and more-educated users than tradi-
tional lottery programs. Rexlot was early 
into the space and we believe provides the 
best consumer functionality and choice. 

The big news, however, is that the gov-
ernment decided to suspend all online 
sports betting operations in early 2015. 
The regulatory framework in this area 
has never been very clear, so it appears the 
government wants to step back and better 
define who can participate and how.  We 
actually consider this a positive for Rexlot. 
We can’t imagine the government walking 
away from the revenue opportunity, but 

Rexlot Holdings     
(Hong Kong: 555:HK)

Business: Provider through subsidiary 
companies of equipment, systems, software 
and services to the two primary governmental 
entities in China responsible for lotteries.

Share Information
(@5/29/15, Exchange Rate: $1 = HK$7.753):

Price HK$0.57
52-Week Range HK$0.51 – HK$0.96
Dividend Yield 5.4%
Market Cap HK$5.68 billion

Financials (2014): 
Revenue HK$1.69 billion
Operating Profit Margin                1.1%
Net Profit Margin                (-10.2%)

Valuation Metrics
(@5/29/15):

 555:HK Russell 2000
P/E (TTM) n/a 80.3 
Forward P/E (2015 Est.) 8.5 19.1 

I N V E S T M E N T  S N A P S H O T

555:HK PRICE HISTORY

THE BOTTOM LINE
The Chinese government has suspended its sanction of online sports-betting websites, 
but Bin Xiao expects it going forward to re-open the market to fewer but higher-quality 
service suppliers. The company would be a prime beneficiary of that, he says, and assum-
ing just a resumption of previous activity, he believes its share price could at least double.  

Sources: Company reports, other publicly available information
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we do believe it’s likely to more strictly 
limit the number of approved suppliers. 
Given the quality of Rexlot’s services 
and its strong historical relationship with 
regulators, we think it has a very strong 
claim on earning a license to participate in 
a market that will have fewer competitors.

Is this at all tied to the regulatory crack-
down that has dramatically hurt the gam-
ing business in Macau?

SB: They may be related in that there has 
been a leadership change in China and 
many regulatory functions have been un-
der review. But the people involved and the 
decision profile to us is very different here. 
In Macau, there’s been a focus on rooting 
out corruption by junket companies that 
bring high-rollers – including many gov-
ernment functionaries – to town. Some-
thing like that hasn’t been an issue around 
government-sponsored sports betting.

How cheap do you consider the shares at 
a recent 57 Hong Kong cents?

BX: We entered the stock at around 80 
Hong Kong cents and have doubled down 
as the suspension news hit the shares. The 
current market cap is now around HK$5.7 
billion, but we believe the company can 
generate something on the order of HK$1 
billion in annual free cash flow. That as-
sumes that the 70% of the business tied to 
traditional lottery services continues as it 
has, and what had been 30% of the busi-
ness tied to the Internet comes back to just 
where it was before the suspension. 

Even if the Internet business never 
comes back, we’d argue the profitability 
and prospects for the traditional business-
es warrant a higher value than the cur-
rent market cap. If the Internet business 
does come back, even ignoring its ongo-
ing growth potential, we think the shares 
from today’s price could easily double.

Closer to home, what do you think the 
market is missing in Capital One [COF]?

BH: This is a company we’ve followed for 
some time, after owning it briefly when it 

bought one of our portfolio companies, 
North Fork Bancorp, several years ago. It 
showed up on our screens earlier this year 
when the stock fell over concerns about 
how the company would fare in the latest 
round of regulatory stress tests, especially 
given its fairly large exposure to subprime 
auto lending, which the chatter said was 
an increasing regulatory worry.   

As a first step we had to get comfort-
able with the mix of businesses and cred-
it-quality risk at Capital One. The com-
pany’s legacy credit-card business remains 
strong, and even with new pricing regula-
tions in that business, we’re confident that 

margins and fee revenue can grow as debit 
and credit cards continue to take share 
from cash and checks. The banking busi-
ness is under the same net-interest-margin 
pressure as other banks, but benefits from 
a branch-light digital deposit base and a 
demonstrated ability to increase non-in-
terest income. Finally, with subprime auto 
loans, we sought out a great deal of feed-
back from players in the industry and con-
cluded the company is smart about how it 
controls risk in this business and that loan 
losses in it will remain under control.

Another input for us was that Capital 
One could be a real beneficiary of low oil 

Capital One
(NYSE: COF)

Business: Provider of branded and private-
label credit cards as well as consumer and 
commercial banking services in the U.S. 
Northeast, Middle Atlantic and South.

Share Information
(@5/29/15):

Price 83.56
52-Week Range 72.77 – 85.68
Dividend Yield 1.9%
Market Cap $45.91 billion

Financials (TTM): 
Revenue $18.83 billion
Operating Profit Margin 38.8%
Net Profit Margin 23.5%

Valuation Metrics
(@5/29/15):

 COF    S&P 500
P/E (TTM) 10.9 21.5
Forward P/E (Est.) 10.9     18.2

Largest Institutional Owners
(@3/31/15):

Company % Owned
Dodge & Cox           8.5%
Capital Research & Mgmt  5.7%
Vanguard Group  5.4%
Fidelity Mgmt & Research  4.9%
State Street  4.4%

Short Interest (as of 5/15/15):

Shares Short/Float  1.4%

I N V E S T M E N T  S N A P S H O T

COF PRICE HISTORY

THE BOTTOM LINE
The company’s business mix and operating culture are well-suited to ride out a long pe-
riod of low interest rates, says Bernard Horn, and to capitalize on even moderate future 
loan growth. Assuming flat net-interest margins, 2% annual loan growth and constant 
credit quality, he believes the shares can increase 50% over the next couple of years.

Sources: Company reports, other publicly available information
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prices. With extra cash flow in their pock-
ets, U.S. consumers are likely to spend a 
bit more and also shore up their balance 
sheets by paying down credit-card and 
auto-loan debt. So credit-card transac-
tions could pick up at the same time credit 
quality on personal loans improves. Capi-
tal One should benefit from both sides of 
that discussion.

This spring Capital One had its stress 
test and no red flags were raised. We wait-
ed for that news to come out, but started 
building our position in the stock soon 
thereafter.

With the stock having bounced back after 
the stress test, how attractive do you con-
sider the shares at a recent $83.50?

BH: Given the operating and financial le-
verage in a company like this, any pickup 
in loan growth, as long as it isn’t accom-
panied by deteriorating credit quality, 
should significantly increase profits and 
the stock’s valuation. If we assume flat net 
interest margins, 2% annual loan growth, 
and credit quality remaining constant, we 
think the stock over the next couple of 
years has 50% upside from today’s price.

You’re not building in any upside from ris-
ing interest rates?

BH: We’re not necessarily of the opinion 
that interest rates are going to normalize 
any time soon. There’s a good deal of evi-
dence we’re in a deflationary environment 
in this country, which could keep rates 
where they are. If rates do pick up that’s 
probably a good thing for Capital One, 
but it’s not something we’re counting on.

Turning to an energy-related name, de-
scribe what attracted your interest in Aus-
tralia’s WorleyParsons [WOR:AU].

BX: Similar to competitors like KBR or 
Jacobs Engineering, WorleyParsons pro-
vides industrial-facility engineering, pro-
curement and construction services glob-
ally. Its primary geographic markets are 
North America and Australia, with 80% 
of the business coming from the oil and 

gas sector and the rest focused on metals, 
mining and infrastructure projects.

BH: As you can imagine, companies tied 
to energy have been showing up on our 
screens. When we think about where to 
focus our attention, we’re favoring more 
asset-light business models. A company 
like WorleyParsons consists primarily of 
people and offices, so it can quickly adjust 
its cost base to remain profitable when de-
mand is soft. It has also been disciplined in 
avoiding lump-sum contracts and instead 
typically gets paid by the hour for its en-
gineers’ time. That lowers the risk profile 
and makes the business quite resilient. 

That’s not to say the macro environ-
ment doesn’t affect it, but it remains sol-
idly profitable through the cycle. Assum-

ing the worst-case scenario, we still expect 
it to earn 180 to 190 million Australian 
dollars in cash flow this year. That’s down 
from a peak a few years ago of closer to 
A$400 million.

Are you prepared to call the bottom?

BH: We can imagine scenarios where oil 
prices don’t recover much from current 
levels. But oil companies worldwide con-
tinue to deplete reserves at a pretty rapid 
rate at the same time that replacing those 
reserves gets more difficult. So even if oil 
prices don’t bounce back, we expect Wor-
leyParsons to be getting plenty of calls 
from companies looking to better control 
exploration, production and develop-
ment costs. We do expect an increase in 

I N V E S T O R  I N S I G H T :  Bernard Horn

WorleyParsons     
(Sydney: WOR:AU)

Business: Global provider of engineering, 
construction-management and procurement 
services to customers primarily in the energy, 
mining and chemicals industries.

Share Information
(@5/29/15, Exchange Rate: $1 = A$1.308):

Price A$10.89
52-Week Range A$8.52 – A$18.97
Dividend Yield 8.3%
Market Cap A$2.70 billion

Financials (FY2014): 
Revenue A$7.36 billion
EBIT Margin 6.1%
Net Profit Margin 3.6%

Valuation Metrics
(@5/29/15):

 WOR:AU Russell 2000
P/E (TTM) 11.1 80.3 
Forward P/E (2015 Est.) 13.3 19.1 

I N V E S T M E N T  S N A P S H O T

WOR:AU PRICE HISTORY

THE BOTTOM LINE
Its asset-light business model is resilient and allows the company to remain solidly profit-
able even when cycles go against it, as they are now, says Bin Xiao. If the energy busi-
ness does better than just modestly recover, mining comes back at all, and the valuation  
even somewhat reflects both of those things, be believes the share price can double. 

Sources: Company reports, other publicly available information
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that type of demand to put a floor on cash 
flows that is not far from this year’s levels.

The shares, now A$10.90, are at ten-year 
lows. What’s the upside from here?

BX: Last year’s maintenance cash flow of 
A$250 million is around what we con-
sider to be normal for the next few years, 
assuming a more moderate rebound in the 
energy business than we actually expect 
longer-term. So on today’s market cap, the 
cash-flow yield is above 9%, which meets 
our return objectives. 

If the energy business does better than 
just modestly recover, mining comes back 
at all, and the valuation picks up even 
a little to reflect both of those things, it 
would not be unreasonable to expect the 
stock to double. It was in the low-A$20s 
as recently as 18 months ago.

Oil refiner Thai Oil [TOP:TB] is a long-
time holding. What makes it a compelling 
investment today?

BX: The company is 49% owned by Thai-
land’s national oil company, PTT, and op-
erates a single, complex refinery that af-
fords it a great deal of flexibility in picking 
and choosing what it produces and when. 
On the input side it can handle different 
kinds of crude – sweet, sour and com-
plex – and on the output side it can make 
a number of products such as gasoline, 
diesel, lube oil and certain petrochemi-
cals. That gives management – which we 
consider capable and shareholder oriented 
– plenty of leeway to run the facility in a 
way that capitalizes on what the market is 
giving them with respect to prices.

The company benefits from a fairly 
captive market in Thailand, where it 
generates about 70% of its revenues, 
but we’re also quite optimistic about its 
growth prospects elsewhere in southeast 
Asia. Given the overall growth in demand 
for refined product, we expect the supply/
demand balance in the region to generally 
favor producers in coming years. Thai Oil 
is well positioned to benefit from that, 
having invested heavily and smartly in re-
gional downstream infrastructure to help 

ease any potential bottlenecks as demand 
increases.

Why don’t the shares, trading at 53.50 
Thai baht, reflect the prospects you see?

BX: As with any refining business, par-
ticularly in an emerging market, the stock 
can be quite volatile depending on short-
term supply/demand trends, seasonality 
and even the ups and downs of the politi-
cal environment. To arrive at a normalized 
level of cash flow we assume capacity uti-
lization stays constant with current levels 
and that the company earns $5 in gross re-
fining margin per barrel of crude-oil input, 
which is roughly the long-term average. 
That would result in about 13 billion baht 
in annual free cash flow, a 12% yield on 

today’s 109 billion baht market cap. We 
probably wouldn’t sell until the yield was 
maybe 7% or less, which would translate 
into a share price of closer to 90 baht. 

Wrapping up, Bernie, you’ve been at this 
for 35 years. What keeps it interesting?

BH: With the explosive growth of new 
market economies around the world, 
there’s so much happening that I feel like 
a young guy in the business all over again. 
There are so many new places to visit and 
new companies to consider – and in many 
ways more inefficiencies of which to take 
advantage. Trying to figure out what’s go-
ing on in the world has never been a great-
er intellectual challenge. How couldn’t 
that be interesting?  VII   

I N V E S T O R  I N S I G H T :  Bernard Horn

Thai Oil      
(Bangkok: TOP:TB)

Business: Producer of gasoline, diesel, 
petrochemicals and other processed crude-
oil liquids that are sold and distributed in its 
home Thailand market and throughout Asia.

Share Information
(@5/29/15, Exchange Rate: $1 = 33.69 Thai baht):

Price THB 53.50
52-Week Range THB 41.00 – THB 60.00
Dividend Yield 2.2%
Market Cap THB 109.14 billion

Financials (2014): 
Revenue THB 390.01 billion
EBITDA Margin                0.7%
Net Profit Margin (-1.0%)

Valuation Metrics
(@5/29/15):

 TOP:TB S&P 500
P/E (TTM) n/a 21.5 
Forward P/E (2015 Est.) 10.8 18.2 

I N V E S T M E N T  S N A P S H O T

TOP:TB PRICE HISTORY

THE BOTTOM LINE
With flexible refinery capacity and well-placed regional downstream infrastructure in Asia, 
the company should benefit from a supply-demand balance likely to favor producers in 
coming years, says Bin Xiao. On his 13 million Thai baht estimate of normalized annual 
free cash flow, the shares today trade at a highly attractive 12% yield, he says.

Sources: Company reports, other publicly available information

40

50

60

70

80 Close
0.0
0.2
0.4
0.6
0.8
1.0

 2013 2014 2015

80

70

60

50

40

80

70

60

50

40

http://www.valueinvestorinsight.com


Important Information Concerning the Attached  
May 31, 2015 Value Investor Insight “Far and Wide” Reprint  

 

  2015 Annualized as of  
March 31, 2015 

 
YTD QI 1 Yr 3 Yrs 5 Yrs 10 Yrs 15 Yrs 20 Yrs ITD* 

Polaris Global Value Fund 5.17% 5.17% 4.43% 16.27% 13.53% 6.69% 9.04% 10.76% 9.86% 
MSCI World Index, net dividends reinvested 2.31% 2.31% 6.03% 12.19% 10.01% 6.39% 3.21% 6.93% 6.45% 
* Inception-to-date (Inception date 07/31/1989) 
 
Performance data quoted represents past performance and is no guarantee of future results.  Current performance may be lower 
or higher than the performance data quoted.  Returns for more than one year are annualized.  Investment return and principal 
value will fluctuate so that an investor's shares, when redeemed, may be worth more or less than original cost.  For the most 
recent month end performance, please call (888) 263-5594.  As stated in the current prospectus, the Fund’s total annual 
operating expense ratio is 1.28%. The Fund’s annual operating expense ratio has been reduced to 0.99%, effective as of 
January 1, 2014 through April 30, 2016, due to the Adviser’s contractual agreement to waive its fee and/or reimburse 
expenses to limit Total Annual Fund Operating Expenses.  Shares redeemed or exchanged within 180 days of purchase 
will be charged a 1.00% fee. Fund performance returns shown do not reflect this fee; if reflected, the returns would have 
been lower. Short‐term performance is not a good indication of the Fund's future performance, and an investment 
should not be made based solely on returns.  

As of March 31, 2015, the Fund’s largest equity holdings and the percentages they represent in the Fund’s portfolio market value 
were as follows and are subject to change:    

Issuer  
Percentage of    

Total Net Assets  Issuer  
Percentage of 

Total Net Assets 
Greencore Group PLC  3.64%  Symrise AG  1.56% 
Actavis PLC  1.96%  Ameris Bancorp  1.56% 
MEIJI Holdings Co., Ltd.  1.95%  Quest Diagnostics, Inc.  1.51% 
Anthem, Inc.  1.80%  Methanex Corp.  1.46% 
UnitedHealth Group, Inc.  1.60%  KDDI Corporation  1.41% 

Before investing, you should carefully consider the Fund’s investment objectives, risks, charges and expenses.  This 
and other information is in the prospectus, a copy of which may be obtained by calling (888) 263-5594 or visiting the 
Fund’s website at www.polarisfunds.com.  Please read the prospectus carefully before you invest.  

The Fund invests in securities of foreign issuers, including issuers located in countries with emerging capital markets.  
Investments in such securities entail certain risks not associated with investments in domestic securities, such as 
volatility of currency exchange rates, and in some cases, political and economic instability and relatively illiquid 
markets.  Options trading involve risk and are not suitable for all investors.   

On June 1, 1998, a limited partnership managed by the adviser reorganized into the Fund.  The predecessor limited 
partnership maintained an investment objective and investment policies that were, in all material respects, equivalent to those 
of the Fund.  The Fund’s performance for the periods before June 1, 1998 is that of the limited partnership and includes the 
expenses of the limited partnership.  If the limited partnership’s performance had been readjusted to reflect the second year 
expenses of the Fund, the Fund’s performance for all the periods would have been lower.  The limited partnership was not 
registered under the Investment Company Act of 1940 and was not subject to certain investment limitations, diversification 
requirements, and other restrictions imposed by the 1940 Act and the Internal Revenue Code, which, if applicable, may have 
adversely affected its performance. 

Price to earnings (P/E) ratio is the valuation of a company’s current share price relative to company earnings. Forward P/E is 
a measure of the P/E using forecasted earnings for the P/E calculation. If earnings are expected to grow in the future, the 
estimated Forward P/E will be lower than the current P/E. Standard Deviation is a statistical measure of the volatility of the 
fund’s returns. In general, the higher the standard deviation, the greater the volatility of the return. Beta is a measure of a 
fund’s sensitivity to market movements. A portfolio with a beta greater than 1 is more volatile than the market, and a portfolio 
with a beta less than 1 is less volatile than the market. Discounted cash flow (DCF) is a valuation method used to estimate the 
attractiveness of an investment opportunity. If the value arrived at through DCF analysis is higher than the current cost of the 
investment, the opportunity may be a good one. The MSCI World Index, net dividends reinvested measures the performance of 
a diverse range of global stock markets in the United States, Canada, Europe, Australia, New Zealand and the Far East.  The 
MSCI World Index is unmanaged and does include the reinvestment of dividends, net of withholding taxes.  One cannot invest 
directly in an index.  

Foreside Fund Services, LLC, is the Fund’s Distributor. 
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