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Tru�e Portfolio
1Q 2023 Investor Letter

Dear Long Term Investors,

Our portfolio has experienced volatility in recent months. Despite stable
market prices in the �rst two months of the quarter, a weaker September led
to a decline in the portfolio's value. We believe that the market has
adequately repriced investments in light of rising interest rates and the
expectation of a recession in 2023. Going forward, the success of our
portfolio will largely depend on the performance of the companies in which
we have invested.

For our new Tru�e Portfolio investors, our main principle is investing in
good businesses at good prices. As Charlie Munger would say, "Don't get too
cute." We use straightforward valuation methods, with a focus on earnings
and cash �ow. We generally avoid anything that has the word "adjusted" in
front of it.

Looking ahead to 2023, we expect markets to remain volatile until the
macroeconomic picture stabilises. We are still seeing high volatility even in
the last few weeks. Some shares have lost more than 30% and then gained it
all back within a few days. These types of price movements are not normal
and are indicative of a market that is struggling to price shares accurately
given the combination of macro and company-speci�c data. While this
presents challenges, it also o�ers opportunities for investment when prices
become favourable.
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We understand that these volatile prices may raise questions and concerns
among our investors. I have already had several one-on-one conversations
with some of you, and if you are an investor and would like to have a
conversation, please reach out to me at petetanpy@phillip.com.sg.

One common question we have received is about our recent shift in focus
from Tech to Energy, Banks, and Semicon. We made this change in response
to the larger macro narrative of in�ation and higher interest rates. We
believe that these sectors will be more resilient in the face of higher interest
rates. Additionally, we choose companies based on their quality, not their
industries, and currently seeing good opportunities in these sectors.

Another question we have received is whether our portfolio is too
diversi�ed, with 20 companies. We believe that diversi�cation is important
to ensure the longevity of our investments.

An example of the risks associated with a highly concentrated portfolio can
be seen in the case of a well-known Asia-based portfolio manager (the
identity is not important but the lessons are). While investing in only 8
companies, the portfolio experienced over 200% growth in 2020, but
su�ered a decline of more than 82% in 2022. This resulted in a signi�cant
loss for investors, many of whom chose to withdraw their investments.

In contrast, we believe in maintaining a well-diversi�ed portfolio to ensure
the longevity of our investments. Chasing high risk returns is not worth it if
the portfolio is not able to survive the year.

As we move into 2023, you'll notice that we have made some changes to our
portfolio while also keeping some existing investments. While it is not
possible to discuss all of the changes, I would like to share one example to
illustrate our investment thinking and process for choosing a good company.

Malibu Boats, Inc. (MBUU)

mailto:petetanpy@phillip.com.sg
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We are excited to announce the addition of Malibu Boats, Inc. (MBUU) to
our portfolio. MBUU is a leading designer, manufacturer, and seller of
recreational powerboats. Their product line includes 8 brands, including
Malibu, Axis, Pursuit, Maverick, Cobia, Path�nder, Hewes, and Cobalt.
These boats are used for a variety of recreational activities such as water
sports, boating, and �shing.

The market for recreational boats has been growing consistently, with a
global CAGR of 4.7% and a US CAGR of 3.1% projected through 2030.
MBUU sells its boats through a dealer network of over 400 locations
worldwide.

The US is particularly important as it was the largest market for recreational
boats in 2021, with 46.24% of global revenue. In the US, over 100 million
Americans go boating each year, and 11.9% own their own recreational boat.
Recreational boat popularity was also elevated during COVID, resulting in
the market size expanding to $13.1 billion in 2022.
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In addition, MBUU is able to compete in the recreational boat market
through strategic acquisitions.

They acquired a direct competitor, Cobalt Boats, in 2017, which enlarged
their dealership network by over 130 locations. In 2018, they bought
Pursuit Boats to expand into the luxury market, which came with a large
factory to increase production. In 2021, they bought Maverick Boat to enter
the center console and bay boat segment, which provided vertical integration
with Pursuit Boat’s luxury units and also gave them 70 more dealerships and
2 more factories.

Financials

MBUU has strong �nancials with double-digit revenue growth Y/Y and
similar growth in operating cash�ow since 2016. They also have a low debt
to equity ratio of 0.13 and cash�ow yield of 10%. This means they generated
over $164m in free cash�ow while only using $119m in debt, allowing them
to easily pay o� all the debt and continue to grow without encumbrance. In
comparison to competitors, MBUU has the highest margins and return on
invested capital.
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Source: Stockanalysis.com

Source: Ycharts

Valuation

Valuation-wise, MBUU is currently at a 7.4x PE ratio, which is better value
than Brunswick and Mastercraft, and just behind MarineMax. However, it's
important to note that MarineMax is a smaller company. Additionally, the
current PE ratio is at the lower end of the past PE ratio range.



inve
stw

ith
pete

.co
m

Risk

The main risk for MBUU is the potential impact of a recession on
recreational boat demand. They also cited rising in�ation as a potential risk
as it could make production inputs more expensive. However, they are
trying to mitigate this by sourcing a large part of production in-house. The
share price of MBUU has been declining since March 2021, re�ecting
negative market sentiment in the consumer cyclical sector. However,
management expects mid-to-high single-digit growth in sales with a slight
decrease in EBITDA margin.

Source: MBUU Annual Report

I hope that this gives you a good idea into the type of companies we are
adding to the portfolio and why as the Portfolio Manager, I remain
con�dent and unfazed by the market uncertainty.
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New Accounts and Top Ups

Lastly, since the prices have since retreated to more reasonable levels, we are
seeking more funds to take advantage of the opportunity.

We are happy to announce that the Tru�e Portfolio is opened for new
accounts and top-up funding to existing accounts.

For new accounts
1. Apply at https://investwithpete.co/how-to-apply
2. Min. investment sum is S$50,000 or equivalent in other currencies

For top-up funding to existing accounts
1. For SGD funding : https://www.poems.com.sg/payment/
2. For other currencies funding:

https://www.poems.com.sg/helpcentre/PSPLTrustAccounts.pdf )
3. State their ACCOUNT NUMBER and ACCOUNT NAME clearly

in their payment instruction

With that, I will see you in the next letter. Happy Lunar New Year to all who
celebrate!

Regards,
Pete

https://investwithpete.co/how-to-apply
https://www.poems.com.sg/payment/
https://www.poems.com.sg/helpcentre/PSPLTrustAccounts.pdf

