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Manager Commentary

Time for patience
Bill Gates once said “Most people overestimate what they can do in one year and 
underestimate what they can do in 10 years.”  We believe the same is true in investing.  
The passage of time is the most important factor when it comes to investing.  But in 
our view, most investors (both professional and amateur) ignore the importance of 
time and prefer to play the short-term share price prediction game – trying to guess 
which shares will go up in the near term based on newsflow, next quarters earnings 
and the unpredictable pendulum swings of the macroeconomy.  

The odds are stacked against people who play that game with broker’s commissions 
being the investing equivalent of the green zero number at a roulette table.  When it 
comes to short-term share price prediction, the house (investment banks and stock 
brokers) always wins.  Bear that in mind, next time you read an analyst note with its 
12-month price target and Buy/Sell/Hold recommendation that encourages you to 
take a spin at the share price prediction game.  

Predicting short-term share price movements is pot luck in our view.  Over the last six 
months, the best performing shares have been those of oil companies (surging oil 
prices due to war in Ukraine) and banks (due to the prospect of higher interest rates 
to combat inflation).  Do we wish we had held oil companies and banks over this 
period?  Of course not!  Most of them are not very good companies generating poor 
returns on invested capital (a prerequisite for long-term shareholder value creation) 
and they face significant long-term structural challenges.  They may be enjoying their 
time in the sun at the moment but their long-term outlook is at best cloudy.  

We prefer to back the businesses that we believe have durable, competitive 
advantages and then simply wait patiently for the impact of those advantages to flow 
through into shareholder value creation.  That takes time but in the long run, short-
term share price volatility gets ironed out by business performance.  And in the long 
run, it’s the good businesses that make their shareholders wealthy.   
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Portfolio update
Following the takeover of Clipper Logistics which we wrote about last month, we have reinvested the proceeds from the sale of 
our Clipper shares into two new holdings for the fund:  Impax Asset Management and Melrose Industries.  We have also taken 
advantage of a sell-off in the shares of Cake Box (following a publication by a retail share blogger that seems to have spooked a 
lot of investors, but definitely not us) to double our Cake Box shareholding at attractive prices.    Let’s take a closer look at Cake 
Box whose shares have been on a bumpy ride of late.   

Cake Box is a franchise retailer of egg-free celebration cream cakes.  The first store was opened in East London in 2008 by Sukh 
Chamdal who went on to co-found the franchise business with Pardip Bass, an accountant with experience in the food and 
beverage industry.  Since then, they have opened over 180 stores across the country as their ‘light and fluffy’ egg-free cakes have 
proven to be a big hit, particularly among Indian communities, 40% of whom are vegetarian for religious reasons and do not 
eat egg.  Cake Box are opening new stores at a rate of about two per month and recently entered into a partnership with Asda, 
with Cake Box kiosks popping up in Asda stores across the country.  Their aim for the next few years is to increase the number of 
locations (stores or kiosks) to around 400.  

How does Cake Box make money?  Well, much like Domino’s Pizza makes a big chunk of its profit from selling its pizza dough to 
franchisees, Cake Box generates its highest margins (over 70% gross margins) from selling its cake sponge to franchisees.  Their 
victoria sponge is the most popular accounting for around 60% of cakes sold with chocolate sponge (25%) and red velvet sponge 
(15%) also great tasting options.  The average cake price is £31, making it an affordable luxury for families all across the country 
and the cakes can be personalized (with edible photos and messaging on the top of the cake) and are available for immediate 
pick-up (1-hour click-and-collect).   

Why do we think the Cake Box model is attractive?  Well, if you can find a high-margin, fast-growing business with loyal 
customers and a defendable market position then you are often onto something as an investor.  Cake Box has all of these 
qualities but the ‘cherry on top’ is that the capital required to finance the company’s growth is largely provided by external parties 
(the franchisees).  Successful fast-food franchises have generated tremendous shareholder returns over the decades and one 
of our favourite investors of all time, Peter Lynch, was a particular fan of them.  Not only is the franchise model highly capital 
efficient but it also creates a motivated and aligned workforce in the stores (the franchisees) with everyone pulling in the same 
direction to sell more cakes. 

Cake Box franchisees tend to be hard-working Indian families often with mother and father working in the store (one in the 
front serving customers and one in the back making the cakes) and teenage children sometimes working a shift at weekends.  
The busiest stores will typically have 3-4 staff working at any point in time and the stores are open 7 days a week from 11am to 
7pm.  Most franchisees own 1 or 2 stores and they heard about the Cake Box opportunity through word-of-mouth, there is no 
advertising for new franchisees.   

Why are the franchisees happy to finance the company’s growth?  Because they make a lot of money doing so!  The cost of 
opening a new store for a franchisee is around £130,000 plus VAT (including a franchise fee paid to Cake Box of c£35,000) and the 
average store generates earnings (EBITDA) of around £90,000 per annum.  That’s a payback period of less than 2 years making 
Cake Box one of the most financially lucrative franchises in the country.  In its entire history, only 3 Cake Box stores have closed 
demonstrating a very high success rate for franchisees which further increases demand for new store openings. 

Cake Box currently has around 60 franchisee deposits (c£5,000 each) held for future stores with about half coming from existing 
franchisees and half from new franchisees.  Cake Box’s growth is therefore franchisee-led which is a highly efficient way (bottom-
up rather than top-down) of finding where the best pockets of demand are across the country.  Cake Box does well in working 
class parts of the country with our understanding being that the most profitable stores are in London (particularly areas with high 
Asian populations) followed by the North-West and then the North-East.

We like ‘secret recipe’ businesses (in this instance, the ‘light and fluffy’ sponge) due to their highly durable characteristics as food 
that tastes good today is also going to taste good 10 years from now, 20 years from now and so on.  Birthday cake isn’t going 
out of fashion any time soon, and it is also a shared experience, particularly for young children, meaning that when a cake is 
purchased it is likely to be tried by several potential new customers.  ‘Word of mouth’ is the best form of advertising and it has 
played a key role in Cake Box’s growth over the years both in terms of customers and franchisees.   
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We think of Cake Box as a ‘win-win-win-win’ business model for the company, its suppliers, its franchisees and its cake-loving 
customers.  We have also been amused by another external factor that evidences just how lucrative the Cake Box model is - 
copycats.  They say imitation is the greatest form of flattery and this has been true for fast-food franchises over many years.  
Just type ‘McDonalds copycats’ into Google and you will see a huge number of rip-offs that have emerged for them all around 
the world.  That hasn’t hurt McDonald’s though as ultimately people want the real thing rather than a pale imitation.  Cake Box 
is seeing the same thing happen here in the UK with one fairly blatant copycat model having opened 12 stores mostly in the 
Midlands.  Sukh and the team point out that where copycats have opened on the same street as Cake Box, there hasn’t been a 
single instance of the Cake Box store suffering a decline in sales.  Ultimately, customers go for the best-tasting cake.    

As we diligence the companies we invest in we like to do a lot of on the ground research and this has led us to spend a lot of time 
in Cake Box stores around the country speaking with staff and customers.  We knew we were onto a potentially good investment 
a couple of years back when we spoke with customers on a Saturday morning in a long queue outside the door of their Tooting 
store in South West London.  We also spent a couple of hours on a Saturday morning last summer hanging around in the Asda 
Washington store (any longer and security start getting suspicious!) after discovering it was one of a handful of Asda stores 
trialing Cake Box kiosks.  To be honest, we were disappointed by the volume of cake being sold that morning as it didn’t match 
what we had seen in their stores in other locations across the country.  

We recently met with Cake Box management, and I asked Sukh about the volumes of business being sold through Asda and 
recounted my experience in the Washington store.  His answer was impressive, demonstrating he knows exactly what is going on 
at the coalface of the business.  He told me the Asda Washington kiosk story in detail from the amount of revenue it is doing per 
week, how that compares to the local Cake Box store (one of the best in the country pre-COVID), weekly footfall trends in that 
Asda store, how the location of the kiosk in the store was wrong (at the back of the store near the clothing and car maintenance 
sections) and how it was being relocated to the front of the store, etc.  We spoke about other Cake Box locations and his grasp of 
the detail was equally impressive.  

All the above sounds good, but you would not think so if you looked at the share price performance of Cake Box over the last few 
months. The shares have sold off dramatically on the back of a publication by a retail share blogger who raised some concerns 
around the company’s accounting and implied that something dodgy must be going on.  The only new points raised within the 
blog were largely immaterial, transposition errors found within Cake Box’s annual reports or accounting disclosures that the blog 
author did not seem to be familiar with.  

Everyone is entitled to their opinion of course but we think that the blogger has put two and two together and got five and in 
doing so has put the frighteners into a lot of retail investors many of whom got burned in the Patisserie Valerie accounting fraud 
and seem to be concluding that companies that sell cake are also cooking the books!  

At the end of the day, Cake Box is a simple business to understand.  It makes money by selling cake sponge and other supplies 
to its franchisees at a high profit margin.  Accounting profits can be manipulated but cashflow cannot (without outright fraud) 
and a simple reading of the company’s historic cash flow statements reveals healthy cash generation reflecting the success of a 
growing and profitable business.  

Plus, what do we think all those independent franchisees with their own money and livelihoods on the line are doing?  When we 
look at franchise business models one of the first questions we consider is “Are the franchisees making good money?”  If they 
are and they are happy then that is typically a very positive sign for shareholders.  We have spoken to about a dozen Cake Box 
franchisees over the last couple years and they all spoke with a lot of enthusiasm and seem to be doing very well.  Their desire to 
open new stores is clear evidence of their success. 

Our fund’s initial stake in Cake Box was purchased at a price just over 200p and we thought those prices were long gone as 
the share price was up around 350p before the blogger’s publication.  Happily, we have doubled our Cake Box shareholding 
following the recent sell-off, with the last tranche bought at 145p.  In time, we believe the recent decline may prove to have been 
a generous gift from the sometimes-panicky Mr Market.  
  

Contact us at hello@howay.co.uk
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Regions  % Size  %

Share Class Details 

Top 10 Holdings %       50.3 Sector Allocation %

Airbnb

Ashtead Group

Cake Box

Franklin Covey

Games Workshop

Mind Gym

Philip Morris International

Randall & Quilter

Supreme

Yougov

As a concentrated equity portfolio of typically 20 to 
35 stocks the fund may involve higher volatility and 
therefore higher risk for investors with shorter term 
investment time horizons (under 5 years). The value of an 
investment and the income from it can fall as well as rise 
as a result of market and currency movements; investors 
may not get back the amount originally invested. Details 
of the risk factors are included in the fund’s prospectus 
available at www.tbaileyfs.co.uk/funds. 

The TB Howay Equity fund is UK-UCITS compliant. 

Risks

Share Class ISIN

B (Acc) GB00BN47G546
B (Inc) GB00BN47G652

25.3%
14.6%

4.7%

80.7%

4.7%

22.6%

36.2%

UK
USA
Cash

23.6%

18.7%

24.2%

20.8%

7.9%

4.7%

Consumer Cyclicals

Financials

Industrials

Consumer Defensives

Technology

Cash

Large-Cap
Mid-Cap
Small-Cap
Micro-Cap
Cash

11.3%


