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To: Investors
Gaining ground! Following poor performance in 2015, year-to-date results show substantial improvement. This year’s sharp
sell-off culminating on February 11th created an attractive investment opportunity for our deep value strategy. We acted
aggressively to adjust the portfolio. Since year-end 2015, ten new positions have been added, representing a 30% change in
portfolio composition. While stock market valuations in general appear full, our three-year upside potential remains
noteworthy, and a simple return to 52-week highs would provide a gross (before fees) return of 54.5%.
Near the end of the quarter, Brexit produced elevated volatility in the Towle portfolio and throughout worldwide financial
markets. The initial two day shock was followed by several strong days, recovering a substantial portion of the two day
loss. Brexit brings considerable uncertainty to financial markets and the prospects for global growth. And the path to fully
understanding its wide-reaching impact is many months away. While the Towle portfolio is not immune to the effects of
Brexit, with limited direct exposure to Europe, we feel the long-term impact on our companies’ revenues and profitability will
be minimal.
Provided below are historical results compared to our standard benchmarks. Periods greater than one year are annualized.
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The second quarter 2016 investor letter segments as follows: Portfolio Review, Howard Marks, and Investment Outlook.

Portfolio Review
This section has been removed for compliance reasons to exclude discussing specific securities transactions.

Howard Marks
Viewed by some with the ability “to see around corners,” Howard Marks provides practical insight and stimulating
commentary to thousands on a regular basis. Howard is Co-Founder and Co-Chairman of Oaktree Capital Management,
overseeing $97 billion in assets with a world wide staff approximating 900.
Howard’s observations and tidbits of wisdom are available to all. Here are some of our favorites:
• When things are going well and prices are high, investors rush to buy, forgetting all prudence. Then when
there’s chaos all around and assets are on the bargain counter, they lose all willingness to bear risk and rush
to sell. And it will be ever so. (Barron’s March 11, 2013)
• Risk control is the best route to loss avoidance. Risk avoidance, on the other hand, is likely to lead to return
avoidance as well. (Barron’s March 11, 2013)
• As Ben Graham pointed out, the day-to-day market isn’t a fundamental analyst; it’s a barometer of investor
sentiment. You just can’t take it too seriously. (Letter to clients, January 19, 2016)

• It seems clear to me: the market does not have above average insight, but it often is above average in
emotionality. Thus we shouldn’t follow its dictates. (Letter to clients, January 19, 2016)
• There is only one intelligent form of investing: figuring out what something’s worth and seeing if you can
buy it at or below that price. It’s all about value. (Letter to clients, January 19, 2016)
Prior to the Great Recession of 2008-09, Howard foresaw the rumblings of financial dislocation. Then, on December 1, 2010,
he wrote, “The bottom line is that for whatever the reason, some asset prices have risen again, risk bearing has returned, and
the risky transactions of 2004-2007 are once again doable.” In the following year of 2011, valuations adjusted accordingly and
asset prices declined. In early 2015, Howard cautioned of stress in the high yield debt market eventually resulting in lower
equity prices for cyclical companies with more leveraged balance sheets in the back half of the year. Howard’s sensitivity to
the ups and downs of financial markets is remarkable.

Investment Outlook
While we believe the Towle portfolio possesses significant three-year appreciation potential, prospects for rapid price gains
for the overall stock market appear limited. Headwinds to a sustained, broad-based U.S. market advance are commonplace:
 Equity prices are full based on most historical measurements.
 Corporate profit margins approach all-time highs.
 Global growth slows due to aging demographics, lower productivity, and weak business investment.
 Total debt to GDP ratios hit record levels as many governments commit to unsustainable spending plans.
 Extreme central bank policies hurt savers and cast a shadow of uncertainty across worldwide markets.
 Brexit befuddles financial markets threatening prospects for global growth.
 Collapsing commodity prices degrade living standards for millions as raw material production shrinks.
Brian Rogers, Chairman of money management firm T. Rowe Price, highlights the underlying problem. “Growth is
challenged all over the world. In the second half, we could see more of the same. It is hard to see what leads to an acceleration
of the U.S. economy.” (Barron’s June 13, 2016)
Despite the aforementioned concerns, here’s why we remain constructive on the Towle portfolio:
• Global economic progress is at hand. “…the fact remains interest rates are low, gasoline prices remain
cheap, home prices are up and wages are starting to tick higher. People are loosening their purse strings,
too: Consumer spending recently advanced to the fastest pace in nearly seven years.” (Wall Street Journal,
June 10, 2016) Capital Economics, a well-respected economic forecasting firm, states the following, “We
expect the pace of global growth to be similar this year to last and to accelerate slightly in 2017.” (June 20,
2016)
• Investor sentiment remains too cautious. Institutional and retail investors are perplexed by slow global
growth, central bank decision making, and worldwide political uncertainty. In the U.S., the capital
withdrawal from equity mutual funds and ETFs exceeds $92 billion since 2014. Investor apathy and risk
aversion are rampant.
• The Towle portfolio valuation gap is too wide. In light of remarkably low interest rates and a dearth of
attractive investment options, the high earnings yield of our portfolio should attract investment capital. We
expect equity prices for the Towle portfolio to advance in order to narrow the valuation gap. Of course, this
assumption must be backed up by continuing fundamental progress within the portfolio.
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Naturally, actual results for the Towle portfolio can vary from our targeted projections. Unanticipated events and conditions
may disrupt or delay expected progress. For sure, future equity prices will surprise us all, up or down. Regardless of shortterm market swings, our mandate is to prudently and effectively execute our deep value strategy. We push ahead because our
time-tested process works and the long-term results have been beneficial to our investors.
Thank you for investing side-by-side with us. We are committed to creating capital that, over time, will bless and support
others in countless ways. Please do not hesitate to call or email with your comments and questions.
J. Ellwood Towle
Christopher D. Towle
Peter J. Lewis, CFA
James M. Shields, CFA
Wesley R. Tibbetts, CFA

DISCLOSURES
Past performance is no guarantee of future outcome. The Deep Value composite results are time-weighted total returns, dollar weighted for the size
of each account, including cash reserves and reinvestment of income. Performance figures are calculated after the deduction of all transaction costs,
commissions, and other portfolio expenses. Returns are subject to adjustment at any time, and the Deep Value Composite is not audited. Although
Towle & Co. makes no attempt to manage against the composition of a specific benchmark, the Firm provides the Russell 2000 Value Index as a
readily accessible indicator of comparative performance as well as the S&P 500 Index as a general indicator of the market at large. Investments
made by Towle & Co. differ in comparison to the Russell 2000 Value Index in terms of security holdings and industry weightings. Towle & Co.
invests in considerably fewer companies than the index with lower average multiples to book value, sales, earnings, and cash flow, and as a result,
the volatility and returns of the benchmark index may be materially different from the individual performance attained by a Towle & Co. investor.
We urge investors to carefully compare the enclosed appraisal reports from Towle & Co. with your account statement received directly from the
custodian, in the case of separate accounts, or from the third-party administrator, in the case of the two limited partnerships. Results for specific
holdings highlighted in this communication represent the gross returns of those positions in Towle & Co.’s model portfolio and may not be
indicative of an individual investor’s actual experience.

-3-

