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acquired a share of a hoard of antiques at a 
discount. 

But some current assets are worth more 
than others. Cash is worth face value, and 
a company will usually collect most of its 
receivables, but stock is a bit of an unknown 
quantity, and Mallett has a lot of it. 

Antique prices go up and down. To be 
sure of making money on antiques, we 
need to pay much less for them than they’re 
worth. When I reviewed Mallett’s latest 
annual report in July, I decided a 10 per cent 
discount wasn’t generous enough.
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SHARE SLEUTH

V alue investors try to buy 
shares in companies at a 
lower price than they calcu-
late they are actually worth 
– preferably much lower to 
allow for the uncertainty and 

error inherent in investing. Most investors 
think they buy low, but sometimes they’re 
just kidding themselves. To make sure I don’t 
join them, this month I donned my hair shirt 
and focused on the very cheapest companies. 

There are diff erent kinds of value. The 
most dubious yardstick measures value in 
the loosest sense. It relies on the greater 
fool principle: that in a rising market even 
expensive companies are cheap because a 
greater fool than you will pay more for them 
somewhere down the line.

More reliable, but still risky, forms of 
value include relative value, where you 
prefer the cheapest of a selection of similar 
companies, high-yielding companies that 
pay a good dividend or growing companies 
that are cheap compared with the compa-
nies they might become. 

These are legitimate methods of fi nd-
ing value, but they won’t satisfy a purist. 
Sometimes, especially in a bull market, all 
the companies in a relative comparison 
are expensive, while dividend policies can 
be set with little regard for the prospects 
of the company and growth often fails to 

meet investors’ expectations. 
The purest expression of value is cur-

rent asset value, which requires us to tot up 
a company’s most liquid assets and deduct 
all its liabilities. By liquid assets I mean cash 
and assets that can be quickly converted into 
cash (most commonly, stock, which can be 
sold) and receivables (usually money owed 
by customers, which can be collected).

 Unpopular companies that sell in the 
market for less than current asset value, 
so called net-nets, are among the safest of 
investments – although they might not 
seem to be – because, in theory, you could 
even make money out of them if they liq-
uidated. To paraphrase the economist and 
investor Benjamin Graham, they’re better 
off  dead than alive. Since he was the original 
value investor, I reckon that makes net-nets 
the original value investment.

Five Thrifty 30 companies were net-
nets when I added them, and as a group 
they’ve done well enough. According to this 
month’s valuation, Holders Technology 
is up 87 per cent since September 2009, 
Titon is up 10 per cent since February 
2010, French Connection is up 59 per cent 
since I added the shares in April 2010, 
and Northamber is up 5 per cent since 
November 2010.

That list omits Mallett. I ejected the 
share from the portfolio last month, 
despite the fact that the share had risen 
13 per cent since May 2010. Mallett is a 
fi ne art and antiques dealer, so most of its 
current assets are held as stock, which 
it’s having diffi  culty selling at a profi t. 
When Mallett was added to the portfo-
lio, its shares cost 70 per cent of current 
asset value, so you could say the portfolio 

Value’s more 
than relative

Richard Beddard uses the current 
asset value measure to appraise the 
worth of the Thrifty 30 holdings and 
finds one constituent wanting

For more information:
For more on Mallett, see: http://blog.iii.
co.uk/tag/mae/
Richard Beddard is companies and markets 
editor of our sister website Interactive Investor. 
You can follow commentary on, and changes to, 
the Thrifty 30 portfolio at http://blog.iii.co.uk
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HOW MEMBERS ARE PERFORMING
Share Shares

Price
(£)

Cost
(£)

Value
(£)

Return
%

Alumasc 938 1.05 999 1,323 32 
Armour 21,278 0.10 2,250 452 -80 
AutoLogic 3,517 0.28 1,000 765 -23 
Castings 515 1.91 999 1,643 65 
Dart 1,824 0.54 1,000 1,523 52 
Dewhurst 735 3.01 2,244 2,499 11 
French Connection 2,310 0.43 1,000 1,594 59 
Games Workshop 348 2.83 998 1,566 57 
Haynes Publishing 539 1.83 999 1,374 38 
Holders Technology 1,437 0.69 999 1,868 87 
International Greetings 1,696 0.64 1,097 1,280 17 
Johnson Service 5,035 0.20 1,000 1,775 78 
Metalrax 11,036 0.12 1,330 1,063 -20 
Northamber 2,276 0.52 1,200 1,263 5 
Northgate 511 2.12 1,099 1,552 41 
Printing.com 2,940 0.33 1,000 1,191 19 
Ricardo 386 2.55 999 1,507 51 
Solid State 1,950 0.50 1,000 2,428 143 
Thorpe (F W) 166 7.09 1,193 1,336 12 
Titon 2,493 0.40 1,000 1,097 10 
Trifast 3,112 0.36 1,130 1,490 32 
Waterman 2,431 0.41 1,000 778 -22 
Total current holdings 25,533 31,368 23 
Cash 7,031 
Total portfolio 30,000 38,398 28 
Notes: £10 broker fee charged for all transactions and 0.5% stamp duty for 
purchases. Cash earns no interest. Dividends and sale proceeds are credited 
to the cash balance. £30,000 invested on 9 September 2009 was worth 
£38,398 on 1 August 2011. £30,000 invested in a FTSE All-Share ETF was 
worth £36,970 (dividends reinvested). Objective: To beat a FTSE All-Share 
ETF over any five-year period. Source: Sharescope, 1 August 2011
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