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Year
Heritage Global 

Capital Fund

MSCI Asia ex-
Japan Index  

(SGD, Dividends 
Reinvested)

MSCI World Index1 
(SGD, Dividends 

Reinvested)

2012 +4.58% +22.73% +9.74%

2013 +47.98% +3.39% +31.57%

2014 +7.09% +4.96% +10.68%

2015 +9.91% -8.88% +6.63%

2016 +20.73% +5.71% +10.37%

2017 +11.80% +42.12% +13.64%

2018 -12.80% -13.93% -6.62%

2019 (YTD) +9.21% +9.41% +18.52%

Cumulative +134.16% +79.39% +137.20%

Annualised +12.01% +8.01% +12.06%
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For the seven months ending July 2019, Heritage Global Capital Fund has returned 
+9.21% in SGD terms. Our benchmarks, the MSCI Asia ex-Japan Index and MSCI World 
Index (Rebased to SGD with dividends reinvested) returned +9.41% and +18.52% 
respectively.  

Since January 2012, the fund’s investment strategy has generated a cumulative return of 
+134.16% and an annualised return of +12.01% net of fees. This compares with the MSCI 
Asia ex-Japan Index and MSCI World Index (rebased in SGD terms) which has returned a 
cumulative return of +79.39% and +137.20% and an annualised return of +8.01% and 
+12.06% respectively. 

Market Review 

What Keeps Us Up At Night 

We have been following the political turmoil in Hong Kong with keen interest. What started 
as a protest against the extradition bill has morphed into a litany of complaints on several 
issues which relate to the ever-increasing influence of Chinese Government on Hong 
Kong’s affairs. The roots of the discontent in Hong Kong is complex. 

Recent peaceful protests have been mired by increasing violence that has been directed 
to the Chinese government - an entity that is blamed by many for Hong Kong’s ills. More 
tellingly, the protest has support from wide sections of the population. 

The Chinese government has thus far remained restrained, but there is no guarantee of 
that in the future if red lines are crossed. 

A word on our fund’s portfolio - we have exposure to Hong Kong stocks. It is important to 
note that this exposure does not necessarily mean that we are getting exposure to the 
Hong Kong economy per se. 

A large component of Hong Kong stocks has virtually no direct exposure to the Hong Kong 
economy. 

Hong Kong is still a financial hub and many of the leading companies like Tencent and 
Standard Chartered are listed on the Hong Kong Stock Exchange.  

Hong Kong still represents an important avenue for Chinese companies to raise capital 
and will be for the foreseeable future. 

 2

Heritage Global Capital Fund 
Investment Memo 

August 2019

Swiss Asia Financial Services 
AXA Tower #25-02 
Singapore 068811

heritagefund.com.sg

http://www.heritagefund.com.sg
http://www.heritagefund.com.sg


Some of the companies that have virtually no exposure to Hong Kong include the three car 
manufacturers (BAIC Motor, Guangzhou Auto and Brilliance) that we discussed in our last 
letter.  

Most of the companies that we own with more substantial Hong Kong exposure are large-
capitalisation stocks with strong balance sheets, such as the previously discussed Hang 
Lung Properties and Kerry Properties.  

These are companies with significant investments in China and should be able to ride out 
any short-term headwinds if they do appear. We have also taken steps to reduce our 
positions in some of these companies in the meantime.  

Movement to High Quality Large Cap Stocks 

Recent turmoil provided by the ensuring deterioration of the relationship between the US 
and China has been at the forefront of financial headlines in the last two years. 
Interestingly, companies are reporting satisfactory results considering the economic 
climate. 

The sell-downs have provided us with the opportunity to rotate into companies that in 
better times, trading at premium valuations to small/mid-capitalisation stocks. Forced 
selling normally impacts larger capitalisation stocks more due to its inclusion in relevant 
indexes.   

At the same time, these companies are the best positioned over the long run given their 
resources and track record.  

Some of these companies which your fund has bought include UOB, OCBC and Facebook 
(detailed in the portfolio review). They trade at considerable discounts to where they were 
just two years ago. Many of them provide satisfactory dividends (3% to 5%) as we wait for 
revaluation. 

Resolution of Trade War 

We have no insight into when and how the current tensions between the US and China will 
be resolved. We have no more holdings of export-led companies which will bear the brunt 
of any tariffs or trade war escalations. 
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Amidst this doom and gloom, it is easy to forget that China has a long bright future ahead 
of it notwithstanding the current challenges. Travellers to China will realise how much it 
has changed the last decade. 

If there is one thing that the Chinese government is determined to do, it is to raise the 
prosperity and well-being of its citizens over the long run. The number of consumers who 
want better housing, cars and holidays will inevitably rise as the years go by. 

At present, we have a portfolio of companies that will benefit from these long-term trends. 
Of course, none of what we have written above is “new”.  

The key thing is that we have bought these companies at significant discounts to what they 
were trading at just 2 years ago and the “Chinese Story” was in fashion. 

Review of Divestments 

Swire Pacific 

Swire Pacific is a Hong Kong listed conglomerate which subsidiaries include Swire 
Properties. It is also the largest shareholder of Cathay Pacific. 

It was hard hit in the last few years from the oil & gas slowdown as well as troubles that 
had beset Cathay Pacific. Swire Properties was its bright spot and owns iconic properties 
in Hong Kong such as Pacific Place and Island East. 

The shares were trading at a deep discount to its book value and the downside was limited 
relative to its hard assets. 

We acquired our position at HKD$13.25. These shares were sold at an average price of 
HKD$14.61. Including dividends, a gain for the fund was realised of +10.8% 

The shares were divested to redeploy capital into other opportunities that had significantly 
better risk/reward ratio.  
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TVB 

TVB is a television broadcasting company based in Hong Kong. The company operates 
Cantonese free-to-air television channels.  

It’s share price had floundered after its share buy-back plan at HKD$$35.075  had failed 
due to legal challenges from the government. We initially believe that this provided a floor 
for the share price in the long run.  

The initial thesis with TVB was that it was in the midst of turning around its business 
operations with an increasing emphasis in transiting to digital operations as well as 
improving advertising performance. 

The company also has significant cash reserves from the sale of its Taiwanese operations. 

Unfortunately, instead of returning cash to shareholders after the buyback plan failed, TVB 
engaged in a series of poor investments which included the write down of HK$500 million 
of holdings of SMI Bonds. 

Ultimately, we lost faith in management’s ability questionable investment decisions and 
decided to exit our investment. 

We acquired our position at HKD$27.41. These shares were sold at an average price of 
HKD$13.68. Including dividends, a loss for the fund was realised of -49.0% 

Hengdeli 
  
The luxury watch retailer play was something that we talked quite extensively in our past 
investor letters and our article published by The Edge. 
  
Hengdeli underwent a significant business transformation in 2017 where the mainland 
retail business was sold to the controlling shareholder for RMB 3.5 billion, translating to 
1.0x PB. The proceeds were used to pay a special dividend and retire a bulk of the debt 
the company was holding due to the mainland retail business segment.  
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During FY2017, Hengdeli’s financials reflected several one-offs (the cost of the buyout and 
redemption of bonds) and former interest expense that no longer exists from the 
redemption of debt. Stripping these out, the company is in fact close to breakeven and was 
poised to benefit from the same tailwinds of Oriental Watch Holdings. Fast forward to 
FY2018, our thesis playing out as expected and the company turning a profit.  

Our thesis remained intact as Hengdeli continued to deliver improve operating metrics. 
However, the shares were divested to redeploy capital into other opportunities that had a 
significantly better risk/reward ratio. 
  
We acquired our position at an average price of HKD$0.45. These shares were sold at an 
average price of HKD$0.44. Including dividends, we broke even on this investment 
position. 

Penguin  

Back in 2017, we wrote the following about Penguin International. 

Another opportunity we have invested in is Penguin International. The company is 
conservatively run and financed. When we first initiated coverage of Penguin, we were 
concerned about the overbuilding of boats and overhang from unsold inventory.  
Our concerns were later allayed upon the release of its Q1 results in 2017. The company 
had sold a significant bulk of its completed crew-boat inventory, thereby improving its 
working capital position.  

Cash balances rose significantly from S$18.7 mil (12.8% of Net Tangible Assets) to S$34.4 
mil (23.9% of Net Tangible Assets). The company had a negligible debt position, putting it 
in good stead to ride out the storm. Valuations were undemanding at a Price-to-book of 
0.5x.  

The terms of the restructuring were extremely favourable to Penguin with a slated write- 
down of existing debt owed to creditors by almost 90%. The proposed investment would 
lead to a 10% equity ownership of Marco Polo Marine with substantial assets without the 
debt burden that it once carried.  

As part of the proposed restructuring, Marco Polo Marine would start off with a debt load of 
no more than S$12 million.  
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We view the proposed investment into Marco Polo Marine favourably and regard it as a 
judicious use of capital. It should provide for an attractive investment return and maybe 
even provide future business synergies down the road.  

Our thesis remained intact as Penguin continued to deliver improve operating metrics. 
However, the shares were divested to redeploy capital into other opportunities that had 
significantly better risk/reward ratio.  

We acquired our position at $0.332 . These shares were sold at an average price of 
$0.325. Including dividends, a profit for the fund was realized of +4.8%. 

BBR Holdings 
  
With the recovery in Singapore’s property sector, we have been selectively investing into 
construction companies that we believe would be able to ride the construction wave from 
the increase in demand from both the public and private sector.  
  
Total construction demand, which is the value of construction contracts to be awarded, 
was expected to be between S$27 billion and S$32 billion this year, despite additional 
cooling measures in the private property market and the delay in construction of the high-
speed rail between Singapore and Kuala Lumpur last year. This represents a 23% 
increase in construction demand compared with the year before.  
  
One such company that we invested in was BBR Holdings.  
  
BBR Holdings is a Singapore-listed construction and specialised engineering companies. It 
comprises of four core business segments spanning across General Construction, 
Specialised Engineering, Property Development and Green Technology.  
  
After engaging with management through the company’s AGMs, one of our major 
concerns was the company’s lack of any new order book wins. The Company’s order book 
would be completed by end-2018 and this was a major concern to us. The CEO’s reply to 
us with regards to our concerns was as such: -  
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“The industry is a lot more competitive now, where the Company has been tendering for 
new projects but has always been falling short versus their competitors. They tend to bid 
for the $200 million size tenders, which is an amount that the Company can handle 
comfortably. Furthermore, with the improvement in the Singapore construction landscape 
from both the public and private sector, the company is hopeful that they would be able to 
secure some new order wins ” 
  
While we do understand that the last few years has been a very tough market for the 
property and construction market in general, our take on the Company is that they are not 
competitive enough. 
  
Given this, we decided to gradually exit our position. We acquired our position at an 
average price of $0.24. These shares were sold at an average price of $0.16. Including 
dividends, a loss for the fund was realised of -34.4%. 

Marks & Spencers 

Marks and Spencers was part of the basket of UK retail stocks (the others being Sports 
Direct & Debenhams) we bought when the sector underwent a significant re-rating 
downwards post-Brexit.  

It was undergoing a turnaround and had significant advantage versus other retailers in 
Marks and Spencers Food in the UK. Valuations were undemanding and it was yielding 
more than 7%. Initial efforts to turnaround including divesting its loss-making overseas 
operations and reducing its physical store-print. 

Troubles at Debenhams and the wider UK Retail REIT market alerted us that the 
challenges confronting the retail market in UK were much more deep seated than initially 
conceived.  

Although we felt that Marks and Spencers had a strong shot at turning around, we felt that 
its dividend would be under threat as a deeper restructuring of the business was required 
in the face of the brutal retail market. 

We acquired our position at £3.35. These shares were sold at an average price of £2.98. 
Including dividends, we realised for the fund a gain of +5.7%. 
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Debenhams 

Debenhams was part of the basket of UK retail stocks (the others being Marks & 
Spencers) we bought when the sector underwent a significant re-rating downwards post-
Brexit. We took a small starter position in Debenhams (less than 1%) as while the stock 
was quantitatively cheap, it had qualitatively had the least attractive characteristics.   

Debenhams underwent the most distress as time went on. We opted not to add to our 
existing position even as prices fell as it became clear that its business model was fast 
becoming obsolete.  

At the same time, Debenhams still had significant assets and brand value and the 
entrance of Mike Ashley (the founder and Chairman of Sports Direct) building up a 
significant stake led to potential asymmetrical upside if it was taken private. 

This proved not to be the case as Debenhams went into administration.  

This decline of Debenhams was insignificant due to position sizing. It acutely focused our 
attentions that the demise of the retail sector was far worse than initially conceived and led 
to a winding down of our other retail positions which in hindsight proved prescient. 

Further investigation of the retail sectors showed that Debenhams was not unique in its 
challenges.  The damage to the UK retail sector was such that leading UK Retail REITs 
saw declines in prices ranging from 60% to 85%. We have not initiated any positions in 
this sector despite initial valuations looking attractive for the reasons mentioned. 

We acquired our position at £0.55. These shares were sold at an average price of £0.02 
Including dividends, a loss for the fund was  realised of -79.0%. 

GameStop  

GameStop is a traditional retailer of gaming products and hardware. Valuations were 
compelling and it was yielding more than 7% when we first initiated a position. This 
dividend was well supported by its free cash flow. 

Due to the issues raised by Debenhams, we initiated a hard look at the business models of 
all our retail holdings. We concluded that GameStop was particularly at threat due to the 
movement of the sales of games to online channels which had a double whammy on its 
business model which involved the second hand retailing of games. 
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We moved to sell our shares in GameStop which in hindsight proved prescient as it was 
forced to suspend its dividend as its core business went into terminal decline and talks of a 
private equity buyout failed. 

We acquired our position at US$18.70. These shares were sold at an average price of 
US$15.89. Including dividends, a loss for the fund was realised of -2.7%. 

Investment Opportunities 

Wells Fargo & Company 
  
Wells Fargo & Company is an American multinational financial services company that was 
founded in 1852. The Company provides banking, insurance, investments, mortgage, and 
consumer and commercial financial services through more than 8,400 locations, 13,000 
ATMs and has offices in 42 countries and territories to support customers who conduct 
business in the global economy.  
  
The Company’s share price was hit due to the accounting fraud scandal brought about by 
the creation of millions of fraudulent savings and checking accounts on behalf of the 
Company’s clients without their consent in 2016. The bank’s stable reputation was 
tarnished by the widespread fraud, the subsequent coverage, and the revelation of other 
fraudulent practices employed by the company.  
  
While this is a major concern, it is not really a fundamental problem of the bank but rather 
an incentive problem. Ultimately, it is incentives that drives behaviour. If people are 
incentivised to open new accounts, there will be a small portion of people who will behave 
unethically in an effort to open accounts.  
  
With this scandal and the Fed restriction on Wells Fargo’s ability to grow its assets, the 
Company has been addressing management issues and board governance practices. As 
Charlie Munger likes to say, ‘I think that was a cancer that can be removed from the 
patient, and I think in this case, the patient is going to make a full recovery.’ 
  
With the Company trading at 9x earnings, it is trading at very cheap valuations. 
Furthermore, with a dividend yield of 4% and the approval of the bank’s buyback of 7% of 
their shares, this translates to a total yield of 11% for shareholders.  
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Singapore Banks 
  
In today’s context, we have come to understand the Singapore Banking Industry to be 
dominated by 3 local banks – OCBC, UOB and DBS. However, in the past, there were 
more than 3 banks in Singapore.  

The banking industry was much more fragmented, with players such as Chung Khiaw 
Bank, OUB, Tat Lee Bank later renamed Keppel Tat Lee Bank after the merger with Keppel 
Bank, etc. Over the years, the industry started consolidating with the Singapore 
Government implementing various regulations safeguarding the Singapore Banking 
Industry. With such transformations, our Singapore Banks are fundamentally solid and 
great business with strong compounding power – companies that we would love to own at 
the right price.  

DBS P/B Chart 
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UOB P/B Chart 

OCBC P/B Chart 
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Based on valuations, we prefer OCBC and UOB over DBS, where the latter’s valuations is 
still quite expensive with the recent correction. Based on their historical PB Chart, the 
valuations of OCBC and UOB are trading below and closer to their -1 SD respectively.  
  
Furthermore, one would notice that the Singapore Banks have only traded below 1.0x BV 
twice in history, which was in 2007/08 the Global Financial Crisis and in 2016 the decline 
of our Singapore Property Sector.  
  
Given the recent uncertainty resulting from the US/China Trade War, it has resulted in an 
opportunity to own such quality names (namely OCBC & UOB), with long term average 
ROEs of 10% to 12% at reasonably cheap valuations.  

Facebook 

The sell-down of stocks at the end of 2018 led us to finally acquire shares in a company 
we had been eyeing for considerable time. The share price of Facebook plunged almost 
40% from its peak and allowed us the opportunity to initiate a position earlier in the year. 

Facebook operates one of the most attractive business models in the world.  

It has one of the largest readership bases in the world and the content generated on its 
platform is free. More importantly, its readership base is extremely sticky and exhibits 
massive network effects which provides a huge durable competitive advantage unique to 
it. 

Facebook has had recent missteps with incidents involving Cambridge Analytica which has 
dented its reputation. Tellingly, this has not had a major impact on its user base.  

Movement from traditional advertising platforms to digital platforms will continue because 
of the superior analytics and data it can provide. This is a long-term structural trend that 
Facebook stands well positioned to benefit from. 
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Credit Suisse 

Credit Suisse has been in the midst of turnaround over the few years under CEO Tidjane 
Thiam. The company has undergone the painful process of restructuring its operations by 
winding down its risky trading divisions and sharpening its focus on wealth management 
and private banking. 

More importantly, Credit Suisse also took its “bitter medicine” earlier on when market 
conditions were more benign taking painful write-downs on its portfolio. Tellingly, its CEO is 
constantly talking about risk management and the need to withstand market shocks. 

Credit Suisse is emerging from its painful years restructuring with a cleaner balance sheet 
and higher quality earnings from asset management.  

It has laid forth a plan to generating higher returns on capital as well as returning more 
cash to shareholders via dividends and buybacks. 

Valuations are undemanding at 0.6x of book value. More importantly, the balance sheet 
has been cleaned up. There is considerable upside if Credit Suisse is able to continue 
executing on its strategy of focusing on its core business. 

DISCLAIMER: This document is for informational purposes only and does not constitute an offer or 
solicitation to sell shares or securities in any funds managed by Swiss-Asia Financial Services Pte Ltd., or 
any related or associated company. Any such offer or solicitation will be made only by means of the Funds 
Private Placing Memorandum and in accordance with the terms of all applicable securities and other laws. 
None of the information or analysis presented are intended to form the basis for any offer or 
recommendation, or have any regard to the investment objectives, financial situation or needs of any specific 
person. 
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