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Robotti & Company Advisors, LLC 

60 East 42nd Street, Suite 3100 

New York, NY 10165-0057 

www.robotti.com 

May 10th, 2019 
 
Dear Client,   
           
At Robotti & Company Advisors, we believe markets occasionally, and in certain pockets, behave 
irrationally, creating opportunities for investors with a well formulated, consistent, investment model. For 
35 years, we have attempted to take advantage of these market phenomena by buying stocks that the 
markets misprice. We are stock pickers. We have always done extensive research of companies that 
appear to be mispriced to select portfolio investments. 
 
Similar to other investment opportunities, The Robotti Structured Value Strategy (“the RSV”) aims to 
identify opportunities that are a result of market inefficiencies. However, the RSV utilizes a more 
automated process, using a structured and systematic approach to stock selection.  Through our 
proprietary system, we systematically identify and select securities that are heavily discounted, searching 
for companies with low valuation metrics [(i.e. Price to Earnings (P/E) and Price to Book Value (P/B)] that 
possess strong operating metrics [(i.e. Return on Equity (ROE))].  The potential gains come from these 
companies accurately reflecting the performance of the business. Further, our system seeks to identify 
positive earnings improvements which have not been detected or priced into the price of the stock.   
 
Many quantitative strategies are overly vague with respect to positioning and methodology and are more 
of a “black box.” In our Separately Managed Account (SMA) Strategy, we offer access to a highly structured 
approach in a transparent and liquid fashion, the “anti-black box.”  At its core, the RSV is similar to 
Robotti’s time-tested investment approach, but distinct in the security selection process and its mandate.  
 
The Ponds We Fish In and Why 
 
One common broad category in which to classify public equities is the distinction between growth stocks 
and value stocks. Our 35 years of experience has been focused on the value stock category. Generally, 
growth stocks tend to be companies exhibiting strong growth in their economic success and therefore 
their economic metrics, while value stocks tend to be companies with more modest, or even troubled, 
financial dynamics. As a result of the different trajectories of economics of these two groups, growth 
companies can be valued more richly while the value companies tend to have lower valuations. This makes 
sense as, in many cases, it is appropriate.  
 
The trouble is that frequently markets overreact. Influenced by human nature (people like to make money 
and hate to lose money) investor capital floods into the successful companies and expectations can 
balloon. Valuations can become priced for perfection. Conversely, lackluster or disappointing financial 
results can drag down investor expectations and accentuate the business risks of the company. The focus 
of investors on disappointing results can leave the valuation heavily discounted. That is why we cling to 
the moniker “value investors,” in the end, the valuation matters. Pay too much and even the best 
companies become poor investments. However, we believe that buying a good business that is cyclically 
or otherwise depressed by transitory factors with a discounted valuation can be a very good investment. 
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Further, if one buys these discounted businesses at an inflection point, one can have an excellent 
investment. That is the method behind our madness! 
 
2018 Performance 
 
For the first nine months of 2018, the US securities markets performed well. Then came Q4, when the 
markets exhibited a very broad-based decline across most equity segments. This was particularly true in 
“our pond.” According to S&P Capital IQ Data, the last quarter (Q4) of 2018 was the fourth worst 
performing quarter in the history of the Russell 2500 Value, our benchmark, since its inception in 1995. 
The Russell 2500 Value, for 2018, had over 71% of its companies down for the year. In Q4 2018, the 
number of companies down jumped to about 90%. Nine out of ten stocks were down.  
 
Despite the prevailing market volatility, our structured approach to value had good success. We finished 
the first nine months noticeably outperforming our benchmark. In addition, in Q4, when the market 
sold off dramatically, we also marginally outperformed. 

 

 

Another broad classification of securities is based on market capitalization, or the value the markets put 
on a company. As has been the case for a number of years now, large caps noticeably outperformed small 
caps. As with other Robotti vehicles, the RSV is predominately invested in small caps. Our broad pool and 
benchmark is the Russell 2500 Value, but we are consistently more heavily weighted in small caps. In our 
experience, small cap stocks tend to be mispriced and therefore systematically selected to our portfolio. 
 
The RSV finished 2018 with an average market cap of about $1.2B. The Russell 2500 Value finished the 
year with an average market cap of about $4.3B. The Russell 3000 finished the year with an average 
market cap of about $110.3B. As the chart below shows, the larger the average market cap, the better 
the performance in 2018. The chart also shows that growth outperformed value which could lead one to 
believe that the RSV portfolio theoretically follows the same dynamics as the index. However, due to the 
structured and automated nature of the strategy, the RSV outperformed its benchmark. Even while 
facing headwinds over the past few years, we remained consistent to our process, which we will 
continue to do. 
 
 

Portfolio/Index 
First 9 Months  

of 2018 
Q4 2018 

2018 
Performance 

Robotti Structured Value Strategy (Net) 8.03% -16.69% -10.00% 

Robotti Structured Value Strategy (Gross) 9.54% -16.28% -8.30% 

Russell 2500 Value 5.75% -17.12% -12.36% 
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Performance Since Inception 
 
2016, our first full year, was disappointing. While we generated double-digit gains, we noticeably 
underperformed the benchmark, finishing the year up 16.79% gross and 14.62% net while the benchmark 
finished 2016 up 25.20%. After a root-cause analysis, we realized the execution did not equal the original 
concept.  
 
For 2017, to improve upon our execution, we made the decision to switch data providers to S&P Capital 
IQ. We found it to be more consistent in handling earnings anomalies and one-time items. This 
modification in our data sourcing is critical as earnings changes are key to our selection process. As a 
result, we believe that our data-to-date indicates that 2017 and 2018 are more representative of what 
the strategy’s capabilities are. In both 2017 and 2018, we were able to successfully and systematically 
identify companies that were undervalued, buying them before the market and generate profits. 
 

Portfolio/Index 
Cumulative Performance 
Since Inception (8/1/15 

through 12/31/18) 

Cumulative Performance 
2017-2018 

Robotti Structured Value Strategy (Net) 11.35% -0.19% 

Robotti Structured Value Strategy (Gross) 18.32% 3.59% 

Russell 2500 Value 14.23% -3.28% 

 
2019 Portfolio  
 
After periods of dramatic selling, like what occurred in Q4 of 2018, there tend to be many opportunities 
to pick companies that have been oversold. The 2019 RSV portfolio, as of the beginning of this year, was 
made up of 65 companies and has its heaviest sector weighting in Energy, Industrials, Materials, and 
Consumer Discretionary (ordered from largest to smallest). These four sectors represented about 83% of 
the portfolio in early January. Not coincidentally, these four sectors (based on individual stock, not 
weighted performance) finished 2018 down an average of 23.18%. It should be no surprise the RSV 
appears to be finding value, particularly in these sectors. 
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Q1 and YTD 2019 Performance and Metric Update 
  

Portfolio/Index Q1 Performance 
YTD Performance 

(Through 4/30/19) 

Robotti Structured Value Strategy (Net) 13.71% 15.82% 

Robotti Structured Value Strategy (Gross) 14.19% 16.86% 

Russell 2500 Value 13.12% 17.08% 

   
Conclusion 
 
With the ample opportunity set we see to invest in undervalued companies, we believe now represents 
an opportune time to invest in our strategy. Given its distinct approach to value investing, the strategy 
may be complementary to other of your value investments. Further, the strategy being structured and 
systematic, is designed to be scalable and customizable. As an example, we can cater the model to 
accommodate a large institution’s ESG, or other mandate.  
 
In closing, please let us know if you have any questions. Further, if you know someone who might be 
interested in our investment approach, please refer them to us. We would be happy to speak with them. 
 
Thank you for your continued trust.  
 
Sincerely,  
 

 
 
David Kaiser 
RSV Portfolio Manager 
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The above letter, dated May 10th, 2019, is an update letter of Robotti & Company Advisors, LLC (“Robotti 

Advisors”).  This letter should be read in conjunction with the following disclosure information:  

This information is for illustration and discussion purposes only and is not intended to be a recommendation, or an 
offer to sell, or a solicitation of any offer to open a separate account or become an investor in a private fund managed 
by Robotti & Company Advisors, LLC, as the case may be, nor should it be construed or used as investment, tax, 
ERISA or legal advice. Any such offer or solicitation will be made only by means of delivery of a presentation, 
prospectus, account agreement, or other information relating to such investment and only to suitable investors in 
those jurisdictions where permitted by law.   
 
Further, the contents of this letter should not be relied upon in substitution of the exercise of independent judgment. 
The information is furnished as of the date shown, and is subject to change and to updating without notice; no 
representation is made with respect to its accuracy, completeness or timeliness and may not be relied upon for the 
purposes of entering into any transaction. The information herein is not intended to be a complete performance 
presentation or analysis and is subject to change. None of Robotti & Company Advisors, LLC, as investment advisor 
to the accounts, private funds, or products referred to herein, or any affiliate, manager, member, officer, employee 
or agent or representative thereof makes any representation or warranty with respect to the information provided 
herein. 
 
In addition, certain information has been obtained from third party sources and, although believed to be reliable, 
the information has not been independently verified and its accuracy or completeness cannot be guaranteed. Any 
investment is subject to risks that include, among others, the risk of adverse or unanticipated market developments, 
issuer default, and risk of illiquidity. Past performance is not indicative of future results. If interested, please contact 
us for additional information about our performance related data. 
 
The attached material was provided to investors in a specific Robotti Advisors vehicle at a specific past point of time, 
advice that may no longer be current or timely.  References to past specific holdings of that specific vehicle and 
matters of related historic fact must be seen in context (as would have been apparent to investors in that vehicle) 
and are not intended to refer directly or indirectly to specific past recommendations of Robotti Advisors (other than 
as an indication of language sometimes found in the newsletters).  Any reference to a past specific holding or 
outcome is not intended as representative.  None the less, for individuals actively interested in investing in such 
vehicle, a list of recommendations made by Robotti Advisors with regard to the vehicle in question will be made 
available on request.  
 
Note:  certain statements in the attached material, including but not limited to (a) statements of things that “are 
well known” to be the case (other examples include: “In hindsight people often say, “I should have known better,” 
and more often than not, they did.”), (b) statements with the phrase “always”, and (c) certain similar statements, 
are not intended to represent absolute literal fact, but rather represent certain colloquialisms/mannerisms 
expressed by select market participants (but not necessarily individuals associated with Robotti Advisors).    
 
Opinions contained in this letter reflect the judgment as of the day and time of the publication and are subject to 
change without notice and may no longer represent its current opinion or advice due to market change or for any 
other reason. Robotti & Company Advisors, LLC may provide investment advisory services to clients other than its 
separately managed accounts and private fund clients, and results between clients may differ materially. Robotti & 
Company Advisors, LLC believes that such differences are attributable to different investment objectives and 
strategies between clients.    
 
The information provided herein is confidential and proprietary and is, and will remain at all times, the property of 
Robotti & Company Advisors, LLC, as investment manager, and/or its affiliates. The information is being provided for 
informational purposes only. A copy of Robotti & Company Advisors, LLC’s Form ADV, Part 2 is available upon 
request.  Additional information about the Advisor is also available on the SEC’s website at www.adviserinfo.sec.gov 
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