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Learning outcomes

Describe the four step process by which 
you can identify worthwhile value stocks

List the 7 red questions used to 
avoid value traps

Describe why value investing 
works over the long term 



The Value Team Edges
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In a competitive investment world, you have to have an edgeƴ

Informational

Organisational

Analytical

Behavioural

Focus
on value



Informational Ʃthe importance of screening
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Always start with the cheapest stocks to avoid style drift

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

Recycle - too expensive Opportunity Set 



Analytical ƩOne True Model
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Minimum ten year model

Source: Schroders. 



Analytical Ʃ7 Red Questions
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Discovering company DNA

The answer to each question contributes an element of risk and/or reward

Source: Schroders.

Risk

Reward

Missing
liabilities?

Misleading
profits?

Structural 
changes?

Profits 
into cash?

Financial 
stress -test?

Business 
Ʉquality Ʌ? ESG?



Analytical Ʃ7 Red Questions
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Q1) Is the screen missing any liabilities (or assets )?

Discovering company DNA

Source: Schroders, September 2019, Bn of JPY. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

Missing 
liabilities?

Misleading 
profits?

Structural 
changes?

Profits into 
cash?

Financial 
stress -test?

Business 
ɄqualityɅ? ESG?
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Analytical Ʃ7 Red Questions
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Q2) Are the screen profits misleading ?

Discovering company DNA

Source: Schroders .

Missing 
liabilities?

Misleading 
profits? ESG?

ɀSatisfied historic profits are representative

Structural 
changes?

Profits into 
cash?

Financial 
stress -test?

Business 
ɄqualityɅ?



Missing 
liabilities?

Misleading 
profits?

Structural 
changes?

Profits into 
cash?

Financial 
stress -test?

Business 
ɄqualityɅ? ESG?

Analytical Ʃ7 Red Questions
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Q3) Is the business likely to suffer from structural change ?

Discovering company DNA

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

ɀMost of the business has limited structural threats

ɀc.10% of profits come from a division that includes 
structurally challenged HDDs



Analytical Ʃ7 Red Questions
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Q4) Do the profits turn into cash ?

Discovering company DNA

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

ɀ10 year median free cash flow/net income conversion of 95% 

Missing 
liabilities?

Misleading 
profits?

Structural 
changes?

Profits into 
cash?

Financial 
stress -test?

Business 
ɄqualityɅ? ESG?



Analytical Ʃ7 Red Questions
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Q5) How would the business stand up to a financial stress -test ?

Discovering company DNA

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

ɀVery strong balance sheet

ɀThey have net cash of Y28bn which compares to their 
lowest EBITDA since 2008 of Y37bn
ɀ In addition they have Y48bn in financial assets

ɀ1.9x gross debt/lowest EBITDA since 2008

Missing 
liabilities?

Misleading 
profits?

Structural 
changes?

Profits into 
cash?

Financial 
stress -test?

Business 
ɄqualityɅ? ESG?



Analytical Ʃ7 Red Questions
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Q6) Is it a high quality or low quality business ?

Discovering company DNA

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

ɀ10 year return on lease adjusted capital of 13.5%

ɀThey haven't made a loss in any year for the last 12

ɀTwo (modestly) negative free cash flow years

Missing 
liabilities?

Misleading 
profits?

Structural 
changes?

Profits into 
cash?

Financial 
stress -test?

Business 
ɄqualityɅ? ESG?



Analytical Ʃ7 Red Questions
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Q7) Are there any ESG considerations ?

Discovering company DNA

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

ɀStakes in related businesses including suppliers and customers
ɀPoor allocation of capital or required for Japanese corporate relationships?

ɀDaido Steel is their largest shareholder

ɀFines for monopolistic behaviour in the hard disk drive business

ɀBoard is old, entirely Japanese and lacks independent experience

ɀShare count hasn't increased for 12 years

Missing 
liabilities?

Misleading 
profits?

Structural 
changes?

Profits into 
cash?

Financial 
stress -test?

Business 
ɄqualityɅ? ESG?



Behavioural Ʃall about judgement
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Overall levels of risk and reward are evaluated and balanced

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

Reward Risk



EBITA margin 5.7% 4.0%

Upside 101%

Behavioural Ʃall about judgement
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Reward

Source: Schroders, September 2019, Bn of JPY. For illustrative purposes only and should not be viewed as a recommendation to buy or sell.

Reward

Market cap 382

Net debt/cash 29

Other EV adjusts 18

EV 336

EV/NOPATmultiple 14.0

NOPAT 24

P&L tax rate 28%

EBITA 33 27 33

5.3%

Normalised

625

¥ (Bn) 10 year median Last year Normalised

Sales 586 681



Behavioural Ʃall about judgement
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Risk

Risk score 4/10 (where 10/10 is the highest risk)

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

ɀBalance sheet risk very low

ɀMost of the business has limited structural threats

ɀc.10% of profits come from a division that includes 
structurally challenged HDDs

ɀNumerous ESG risks

Risk



4/10
Risk

101%
Reward

Behavioural Ʃall about judgement
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Overall levels of risk and reward are evaluated and balanced

Source: Schroders. For illustrative purposes only and should not be viewed as a recommendation to buy or sell .

101%
Reward

4/10
Risk

101%
Reward



Stock debate
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This is an illustrative example

Risk
4/10

Reward

101% vs.
Risk

3/10
Reward

75% vs.

Risk
3/10

Reward

90% vs.
Risk

4/10
Reward

115% vs.

Andrew Lyddon

Nick Kirrage Simon Adler

Liam Nunn



Organisational Ʃthe value team archive
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Efficiency, learning, sharing

Source: Schroders.

Company

Archive of all companies




