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Steep decline! While it’s difficult to pinpoint the exact reason for the stock market’s outsized sell-off in late 2018, we
surmise that investor anxiety relating to trade talks with China and the Federal Reserve’s monetary program played
leading roles. This policy uncertainty, combined with elevated equity valuations, rising recession fears, and heavy tax
loss selling, created fertile ground for a stock market breakdown.
Our portfolio of economically sensitive deep value equities was not immune to this broad-based risk-off environment.
The Towle Deep Value Composite (DVC)ended 2018 with a decline of 30.9%, our third worst year on record eclipsed
only by the Savings & Loan Crisis (1990) and the Great Recession (2008). Significant drawdowns are characteristic of
our deep value investment process and typically offer an abundance of new investment candidates. This was
unmistakably the case in the fourth quarter. With no immediate recession in view, strong labor markets, and core
inflation of just 2.2%, the Towle investment team firmly believes that current equity pricing is not a true reflection of
the underlying worth and inherent earnings power of our portfolio.
Past performance is noted below. Results are annualized for periods greater than a year:
Periods ending
12/31/18
3 months
1 year
3 years
5 years
10 years
20 years
30 years
Inception (1/1/82)

Towle DVC
(Gross of fees)
-29.79
-30.91
7.98
2.14
16.36
11.41
12.94
15.20

Towle DVC
(Net of fees)
-29.94
-31.49
7.19
1.39
15.53
10.59
12.13
14.38

Russell 2000
Value
-18.67
-12.86
7.37
3.61
10.40
8.23
10.10
11.46

S&P 500
-13.52
-4.38
9.26
8.49
13.12
5.62
9.97
11.30

Returns are preliminary and subject to change. Past performance is no guarantee of future outcome.
Please refer to the last page for additional disclosures.

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

Outlook
Today’s society favors short term results. In an article from April 2, 2011, Wall Street Journal staff writer Jonah Lehrer
rebuked this short term mentality: “It turns out that many of the most important factors for life success are character
traits, such as grit and self-control, and these can’t be measured quickly.” In this light, the Towle investment team is
dedicated to making reasonable long-term investment decisions for the benefit of all our clients. Thus, we will not be
disturbed by short-term events. From our view, the Towle portfolio is undervalued and underappreciated, providing a
reasonable window for the addition of long term capital.
That said, we acknowledge numerous concerns rattling today’s investment community:
1. Slowing global growth and the threat of U.S. recession.
2. Difficult negotiations with China, a major trading partner.
3. High levels of federal and corporate debt throughout the world.
4. The evolving trajectory of monetary policy.
For now, these macroeconomic and geopolitical headwinds do not appear insurmountable. In our letter from October 11,
2017, we quoted an astute market forecaster, Sam Stovall, regarding the threat of a recession. In his analysis, Sam
provided four forecasting trends that could “tip the scale” toward an economic difficulty: housing starts, consumer

sentiment, Index of Leading Economic Indicators, and the yield curve. (Kiplinger’s Personal Finance, October 2017)
Similar to 15 months ago, none of these indicators point to a recession in overall economic activity at the current time.
As you know, the Towle Deep Value investment discipline centers on low price-to-sales securities with projected
earnings equating to a 15% return on market value within three years. Hence, a low forward price-to-earnings (P/E) ratio
based on the “normalized” earnings power of a company is absolutely critical to our process. Currently, in our view, the
investment community fails to assign a reasonable earnings multiple (P/E) to our portfolio. According to consensus
estimates from Capital IQ, the Towle portfolio’s median P/E for 2019 is 5.9x equating to an earnings yield of 16.9%.
History suggests that our portfolio should be valued at a P/E closer to 10x. So, we press on, anticipating that the “good
works” of our stock selection process and the historical return advantage of our deep value space will shine brightly in
the future.
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DISCLOSURES
1) Performance results are calculated using a time-weighted total-rate-of-return method and are expressed in U.S. dollars. Results include the
reinvestment of all income. Gross of fee performance is presented as supplemental information and reflects the deduction of all trading expenses,
except in those accounts where ABP (Asset-Based Pricing) fees are assessed in lieu of standard trade commissions. Net of fee performance was
calculated using actual management fees and ABP fees. 2) 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 small cap performance as well as the
S&P 500 Index as a general indicator of the market at-large. The performance of an index is not an exact representation of any particular investment
as one cannot invest directly in an index and 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 either index with lower average multiples to
book value, sales, earnings, and cash flow, and as a result, the volatility and returns of the indexes may be materially different from the individual
performance attained by a Towle & Co. investor. 3) Policies for valuing portfolios, calculating performance, and preparing compliant presentations
are available upon request. Unless otherwise noted, references to ‘the Towle Portfolio’ or ‘the Portfolio’ refers to a representative, fully discretionary
portfolio managed in the Towle Deep Value strategy and member of the Towle Deep Value Composite. 4) Opinions expressed are those of Towle &
Co. and should not be considered a forecast of future events or a guarantee of future results. Opinions and estimates offered constitute our judgment
as of the date set forth above and are subject to change without notice, as are statements of financial market trends, which are based on current
market conditions. All material presented is compiled from sources believed to be reliable, but no guarantee is given as to its accuracy. 5) CFA® is a
designation issued by the CFA Institute. To earn the designation, candidates must pass three course exams, each requiring approximately 250 hours
of self-study, and have completed four years of qualifying work experience.
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