
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Interview With Richard Fogler Of 

Kingwest & Company 
 

 



 (C) ValueWalk 2016 - All Rights Reserved                                                                                           1 | 

P a g e  

 

Interview With Richard Fogler Of Kingwest & 
Company 
 

 

Rupert Hargreaves: In your guest post, you write that Kingwest likes to invest where the firm has a 

competitive edge. What do you believe is your competitive advantage that has allowed you to outperform not 

just the wider market, but many hedge funds and value managers since inception? 

 

Richard Fogler: Thank you for giving us the opportunity to talk about Kingwest and how we deliver 

attractive returns to partners and clients. We have been successful because we have a simple yet powerful 

model which has earned favourable returns in good and bad times in both Canadian and U.S. markets for over 

30 years and 7 market cycles. We have done it not by swinging for the fences, rather by focusing on safety 

first. 

 

We are long term value investors in public securities in Canada and the United States. Not much difference 

there. How we apply this strategy differentiates us from other investment managers in a meaningful way, even 

those that share a value approach to investing. Our advantage is the combination of this process, our people, 

and our culture. 

 

Our search strategy, for example, is classic Ben Graham. We are looking to purchase undervalued securities 

which upon study are believed to have a probability of increasing in price for reasons not related to the 

movement of stock prices in general, but related to some developments in the company’s affairs. 

 

The key difference is the emphasis we place on the developments piece. It defines what will drive potential 

value in the next few years by improving long-term earnings power through operational changes, strategic 

redirection, or better capital allocation. It lays out simple metrics to track the company’s progress. If it falters, 

we sell. 

 

For example, we found Toronto Dominion Bank attractive because it focused on longer term capital allocation 

while the market concerned itself with near-term earnings fluctuations. The expansion in the U.S. market was 

expected to earn returns of 12 to 13 percent, well below the 20 percent returns of the Canadian bank. But 

Canada is a relatively saturated banking market and the opportunity to deploy all of those large Canadian 

earnings is limited. Obviously TD invests in 20 percent return projects first, but it directs the balance of its 

investible income to the U.S. bank. Those U.S. assets earn returns greater than the cost of capital; therefore 

they add value. And the U.S. market is vast, offering lots of investment opportunities. Since the top of the 

market in 2007, the stock not only has doubled, but also it has performed 30 percent better than the next best 

performing Canadian bank stock. 

 

Common sense differences like this run through our valuation strategy, our Buy/Sell decision rules, our 

portfolio construction and our risk management — all the components of our investment process. 

We have been following this one philosophy since the Firm was founded in 1982 and the senior members of 

our investment team have worked together for over a decade. We all drink the Kool Aid. We believe that 

experience and common vision to investing is our greatest advantage, and we are getting better at it. 

 

RH: How do you go about assessing a business’s underlying value? Is your process qualitative or quantitative? 

 

RF: We assess the value of a business the way a businessman would assess a company he is looking to 

acquire. 

 

We start with what one can be most certain of; the assets. Does the company have an asset, like real estate, that 

is either unrecognized or is not being used to its full potential? The value will only be reflected in the share 

price if management changes its use. 
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Second, we focus on the cash earnings power (the cash the business should generate in a normal environment), 

the capital needed to invest back in the company to maintain its competitive position, the opportunities to 

invest to expand the business at returns above the cost of capital, and the company’s target debt structure. 

Those are the quantitative measures we use to assess value. 

 

On the qualitative side, we look for a competitive advantage because it gives the business the ability to earn 

supra-normal returns on capital. Does the company do something that its customers value and will pay for and 

that its rivals cannot easily replicate? Will it last? A competitive advantage only has substantial value if it is 

durable. 

 

 
 

 

RH: Your investment process is very forward thinking. How do you go about minimizing the risks that your 

thesis won’t play out as expected due to unforeseen developments? 

 

RF: Investing is always about laying out money today to earn a return in the future. Therefore, investing is 

forward looking by definition. 

 

Our risk management has four components. First is that we control risk with a bottom up strategy. We only 

invest if the share price is at least 40 percent below the value. This is called the ‘value gap’. If our assessment 

is even reasonably correct, how much lower can the stock go down, or is it already down and incorporating 

bad news? 

 

Second is sizing. We equally weight new investments — a 4 percent position— so no one miscalculation will 

have an outsized impact on the portfolio. This has been proven by Professor Martin Cremer of the Yale School 

of Management who has shown that equal weighting reduces risk. 

 

Third is diversification. We diversify by economic influence as well as industry sector. Thus if interest rates 

were to rise, financial stocks would be helped like life insurance companies, whose liabilities decline with 

higher rates. Heavily indebted companies are negatively affected regardless of industry, and growth 

companies, whose payoffs are well in the future, are negatively affected as the discount rate increases. 

 

Fourth, we do not build a closet index. If we do not like a company or industry we do not underweight it – we 

simply do not invest in it. That has kept us away from a lot of problems over the years. 

The future is uncertain at best. So we define the drivers of our investment thesis explicitly and we sell if the 

company goes off track. 
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RH: Are you finding opportunities in the market today even after the rally that’s taken place since the January 

lows? 

 

RF: The market has staged a meaningful rally since the January lows but there are always individual stocks 

that for one reason or another present wonderful opportunities. The market frequently over reacts to negative 

macro or company specific developments that are temporary and fixable. We take a longer term view and are 

willing to look over the valley and give companies the time necessary to fix an inherently fixable problem, just 

so long as it gives us our expected return. 

 

RH: Do you think it’s becoming easier for long-term value investors like yourselves to outperform the wider 

market as short-term thinking increasingly dominates the market? 

 

RF: I do not think it is easier or harder for long-term investors like us to outperform. It certainly appears to be 

true that the market is even more short term than ever. But in fact, the market in the short term has always been 

driven by people’s expectations. And when things look negative it is a natural reaction to look to reduce your 

risk. And when you want to reduce risk you get out of the way of short term problems. So I think short-

termism is with us for a while giving opportunity to the willing to look over the valley. 

 

RH: What advice would you give to investors who are struggling to ignore short-term market fluctuations? 

 

RF: Don’t ignore the short term. But look at the longer term as well. Short term fluctuations are very hard to 

forecast correctly, and since almost everyone is doing it you have to be better than them to outperform. Fewer 

people are focused on the longer term, and human nature forces people to shorten their outlook to reduce risk 

in times of adverse news. Look to where you can have an advantage: where those negative developments are 

temporary and fixable. That will put the odds on your side. 

 

RH: Kingwest runs a highly concentrated portfolio of approximately 25 securities in both Canada and the US. 

Why did you decide this is the best approach to take and what controls do you have in place to minimize the 

risk that a massive blow-up could eliminate years of returns? 

 

RF: Yes, our portfolio includes 25 stocks. Like John Maynard Keynes, we believe that “As time goes on, I get 

more and more convinced that the right method in investment is to put fairly large sums into enterprises which 

one thinks one knows something about and in the management of which one thoroughly believes.” One does 

not reduce risk by owning a wide range of investments of which they know little, but rather by knowing more. 

 

Equity investing is all about making good investments and avoiding bad investments. Investing well is hard. 

The thing that limits you most is knowledge. You can never know enough. And just as in sports the way a 

group plays together brings collective knowledge and enables you to make much better decisions. Our Team 

has been working together for over a decade and that lets us be better investors. 

 

RH: You’ve already highlighted two of your current positions, General Electric and Quebecor in your guest 

post. Is there another position you can share? 

 

RF: Rogers Communications is interesting. 

 

RH: Could you walk us through your investment thesis here? 

 

RF: This is a large Canadian cellular, cable and content company. Interestingly it owns a number of sports 

franchises and related facilities which in total are worth, along with some other silent investments, about 25 

percent of the market capitalization. Yet the sports franchises go unnoticed because they throw off little cash. 

And since the sale of the LA Clippers the value of sports franchise is becoming more noticed. While this stock 

is up from our initial purchase we think it is still undervalued. 
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RH: The internet as a disruptive force is something that many investment managers are now factoring in when 

they consider prospective investments. Is this something you’re thinking about and what are you doing to 

protect Kingwest’s portfolio from this trend? 

 

RF: The internet is changing peoples’ lives. That is very true for the way the economy operates. It has been 

very disruptive in retailing where ‘Amazon’ affects every segment, even if Amazon is not competing there yet. 

For example we have significant investments in shopping centre REITs in both Canada and the U.S. We are 

only in triple A malls as we feel while the middle will be squeezed, the higher end will continue to prosper. 

 

Another investment that is on the right side of the internet disruption is GE which is one of the leaders in the 

Internet of Things (IoT). The IoT will be magnitudes bigger than the consumer internet and GE is at the 

forefront of this phenomenon. They have moved the company away from the financial sector (which accounted 

for half of the business just a few years ago) and regular manufacturing towards manufacturing business that 

will prosper in the digital world. So there are a couple of examples of how we take the internet into account 

but we always buy when the companies are cheap today, not on the basis of the growth tomorrow. 
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Disclosures 

 

Past performance is not indicative of future returns. This information should not be used as a general guide 

to investing or as a source of any specific investment recommendations, and makes no implied or expressed 

recommendations concerning the manner in which an account should or would be handled, as appropriate 

investment strategies depend upon specific investment guidelines and objectives.  

Information presented herein is subject to change without notice and should not be considered as a 

solicitation to buy or sell any security. This document contains general information that is not suitable for 

everyone. The information contained herein should not be construed as personalized investment advice.  

The views expressed here are the current opinions of the author and not necessarily those of ValueWalk. The 

author’s opinions are subject to change without notice.  

There is no guarantee that the views and opinions expressed in this document will come to pass. Investing in 

the stock market involves gains and losses and may not be suitable for all investors. No representations, 

expressed or implied, are made as to the accuracy or completeness of such statements, estimates or 

projections, or with respect to any other materials herein.  

Under no circumstances does the information contained within represent a recommendation to buy, hold or 

sell any security, and it should not be assumed that the securities transactions or holdings discussed were or 

will prove to be profitable.  

No part of this material may be copied, photocopied, or duplicated in any form, by any means, or 

redistributed without ValueWalk’s prior written consent. 


