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About	Your	Editor	
   

Brian Nelson is the president of equity research and ETF analysis at Valuentum Securities.  
 
He is the architect behind the company’s research methodology and processes, developing the Valuentum 
Buying Index rating system, the Economic Castle rating, and the Dividend Cushion ratio. Mr. Nelson has 
acted as editor-in-chief of the firm’s Best Ideas Newsletter and Dividend Growth Newsletter since their 
inception. 
 
Before founding Valuentum Securities in early 2011, Brian worked as a director at Morningstar, where he was 
primarily responsible for training and methodology development within the firm's equity and credit research 
department. Prior to that position, he served as a senior industrials securities analyst covering aerospace, 
airlines, construction, and environmental services companies.  
 
Before joining Morningstar, Mr. Nelson worked for a small capitalization fund covering a variety of sectors 
for an aggressive growth investment management firm in Chicago. He holds a Bachelor's degree in finance 
and a minor in mathematics, magna cum laude, from Benedictine University. Brian has an MBA from the 
University of Chicago Booth School of Business and also holds the Chartered Financial Analyst (CFA) 
designation. 
 

 
Highlights: 
 
Brian is frequently quoted in the media and has been a  
frequent guest on Nightly Business Report, Bloomberg  
TV, CNBC, and the MoneyShow. 
 
Mr. Nelson is very experienced valuing equities, developing  
discounted cash-flow models used to derive the fair value  
estimates for companies in the equity coverage universes of  
two independent investment research firms, including  
Valuentum. 
 
Brian worked on a small cap fund and a micro-cap fund that  
were ranked within the top 10th percentile and top 1st  
percentile within the Small Cap Lipper Growth Universe,  
respectively, in 2005. 
 
Mr. Nelson led the charge in developing Morningstar's issuer  
credit ratings, creating and rolling-out one of the firm's  
proprietary credit metrics, the Cash Flow Cushion. 
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Prepared	Remarks	From	Nelson	Exclusive	
Conference	Call,	June	30	

Ladies and Gentlemen, 

 

Thank you very much for joining us on the first conference call for members of the Nelson Exclusive 

publication. The first year of the publication has surely been an exciting one for all involved. 

 

When I first wrote the introductory letter of the Nelson Exclusive on July 1, 2016, we were well‐aware the 

market had laid down the gauntlet for this publication. The launch week coincided with news that Britain 

had voted to leave the European Union, their banks tumbling violently. Broader market valuations were at 

frothy levels, and interest rates at all‐time lows. I noted at the time that the investment‐decision landscape 

was far more complicated than ever before for all types of investors, from those seeking long‐term capital 

appreciation to those seeking targeted income goals. I noted at the time that cyclicals were trading at peak 

multiples, possibly on near‐peak earnings, and even consumer staples equities had reached valuation levels 

that may be more appropriate for aggressive growth stocks, not mature dividend‐paying operators. 

 

I noted in that introductory letter July 1 of last year that the next few years in the markets may be among 

the most difficult witnessed since the Great Recession. Even a broader market pullback of 20% from the 

highs set when the publication launched wouldn’t have been abnormal given that the collective market 

price of S&P 500 companies had effectively tripled from the March 2009 panic bottom. I noted that the 

launch of the Nelson Exclusive in such conditions could be considered perilous as broader market 

performance inevitably could act as ballast to the ideas surfaced, should reversion‐to‐the‐mean dynamics 

take hold. In that spirit, I reminded readers in the introductory letter that not all ideas in this publication 

will be successful, and some that are eventually successful may encounter tough sledding over extended 

periods of time. 

 

Let me remind you of what the Nelson Exclusive is and what it is not. What we’re seeking to deliver in this 

publication is ideas that fall outside the reach of Valuentum’s existing stock coverage universe. We’re 

breaking down the traditional barriers of equity coverage to identify under‐followed ideas across the 

investing spectrum, delivering in each monthly edition one idea for income investors, one idea for readers 

seeking long‐term capital appreciation, and an idea for those looking for a “short” idea consideration. Not 

all ideas will be right for you, and you should always check with your personal financial advisor. 

 

We noted that underfollowed ideas doesn’t mean obscure ideas, however, and the ideas that we continue 

to highlight in the Nelson Exclusive publication will be investable ones, meaning that we’ll avoid thinly‐

traded instruments and penny stock “traps,” as they might be called. Though we may close an idea for 

measurement purposes (to reflect what we may do), we highlight a reasonable time horizon for each 

consideration in the publication, on the very first page that each idea is highlighted. Where applicable, we 

continue to update our theses on previously‐highlighted ideas in subsequent editions. We’ve also said we’ll 

keep score, tracking the “performance” of ideas over time. Such performance will always be hypothetical. 
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   Let’s now talk about what the Exclusive isn’t. The Exclusive does not constitute individual investment advice, 

and the ideas within it are not personal recommendations. Each of you reading should always work with your 

personal financial advisor who knows your individual goals and risk tolerances. I do not. Only you and your 

personal financial advisor know what’s best for your life circumstances. The personal financial advising 

markets and what we do at Valuentum via financial publishing are two different verticals in the same 

industry, but they are different nonetheless. As I noted in the introductory letter, I want to be very clear 

about this because I can never tell you to buy or sell or hold anything at any time, even if this may be what 

you want. It’s not that I don’t have conviction in my work – it’s the rules of the business. 

Let’s remind everyone the goals that we set forth for this publication in the inaugural letter. AND I QUOTE: 

Within the twelve editions of the Nelson Exclusive each year, we’ll be highlighting in total 36 ideas for 

consideration with varying investment parameters. That’s a lot. Depending on the time horizon set 

forth with each idea, fantastic performance might mean a success rate of 60%, great performance 

might be 55%, average performance might be 50%, while anything below that mark may constituent 

a poor showing. Obviously, I’m aiming for a 100% success rate, but I also have to be realistic. The 

great Joe DiMaggio may have hit safely for 56 consecutive games in the last baseball season before 

the United States was thrust into World War II, but he “only” hit .357 that year. That season of ‘41, 

the great Ted Williams would be the last player to hit .400, meaning that one of the best hitters in 

baseball…ever…was still called out ~60% of the time. 

The greatest investors face a similar paradigm. Stock selection is a process where there will be 

homeruns and strikeouts…The Exclusive is not a “get‐rich‐quick” product, and you should keep a 

close eye on your wallet if you encounter anyone promising anything of the sort. In (each year) of the 

Nelson Exclusive, I’m going to take 36 swings – they are going to be hard and through the zone, and 

I’m not going to pull my shoulder out or take my eye off the ball. Market conditions are expected to 

be stormy in coming years as “reversion‐to‐the‐mean” dynamics rain down, and a crafty left‐hander 

with great “stuff” may be on the mound, but we’re stepping up to the plate and digging in. 

We stepped to the plate. How did we do? 

First, I have to remind you that performance is hypothetical and only provided for informational purposes. To 

retain our independence, neither I nor Valuentum will take any position in any idea highlighted, and because 

the Nelson Exclusive, itself, is not an investable portfolio but a publication, its performance can never be 

matched precisely by any reader. In any case, we think it is fair for members to know how well or poor some 

of the ideas have performed from their highlight price to ‘close’ price or current price. We make everything 

available in the table in each edition of the Nelson Exclusive publication, so you can always review previous 

ideas there in complete transparency. Through June 3, 2017, prior to the release of the June edition of the 

Nelson Exclusive: 

8 out of 11 income ideas highlighted in the Nelson Exclusive have been successful, or 73%, as 

measured from highlight price to 'close' or current price. 

7 out of 11 capital appreciation ideas highlighted in the Nelson Exclusive have been successful. 

Excluding the speculative biotech ideas, the tally comes to 7 out of 9, or 77%, as measured from 

highlight price to 'close' or current price. 
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The total success rate, or total win rate, of all Nelson Exclusive ideas‐‐income, capital appreciation, 

and short ideas‐‐thus far has been ~76% from highlight price to 'close' or current price. 

We set the bar high in the introductory letter to members, and we said that the 60% threshold would be 

fantastic. As you can imagine, I am simply blown away by the ~76% mark on all ideas through June 3. Frankly, 

I find it surprising, amazing, in a good way, and I could not be more pleased with the idea generation. But I 

must remind you‐‐past performance is not a guarantee of future results, and it may more unlikely than likely 

that we put up as good of figure in the coming year. Simply stated, we won’t get everything right, and we 

have the share of ideas that have not worked out as planned as a stark reminder. 

What about the market today? Well, the market is even more challenging than it was last year when I penned 

the introductory letter to the Nelson Exclusive. The drivers behind this multi‐year bull market have been 

many‐‐ultra‐low interest rates and their magnifying impact on equity valuations, strong earnings growth from 

the doldrums of the Financial Crisis, and the proliferation of passive and dividend‐growth strategies de‐

emphasizing the price‐versus‐value equation. “Money,” it seems, is chasing stocks at any price, and most of 

the trading on exchanges has become “speculation.” 

According to a recent study by JP Morgan, AND I QUOTE: “‘fundamental discretionary traders’ account for 

only about 10% of trading volume in stocks today. The majority of equity investors today don’t buy or sell 

stocks based on stock specific fundamentals. Passive and quantitative investing accounts for about 60%, more 

than double the share a decade ago.” I ask: Are investors that are counting on income for retirement 

supposed to be excited about these stats? Are those saving for their children’s college fund supposed to be 

comfortable parking their assets in a stock market where only ~10% of participants are “paying attention” to 

fundamentals. Surely this is not something to be proud of. I’m not viewing this statistic positively at all. Is the 

stock market truly on a firm foundation? It doesn’t appear so. 

The financial industry doesn’t seem to care either. After all, times are great‐‐perhaps like the roaring 20s all 

over again. The stock market continues to set new highs after new highs, unemployment continues to set 

new lows, and all appears well on Main Street. Those bringing forward concerns about equity valuations 

today are being mocked. How can this possibly be? 

Well, Warren Buffett has been known to quip a time or two that we only know who has been swimming 

naked when the tide goes out. The stock market is not and never will be a magic generator of wealth, no 

matter what historical studies going back centuries suggest. The stock market is a market, and it will always 

be a market (and market participants can become irrational, and they often do). According to FactSet, the 

forward 12‐month P/E ratio for the S&P 500 is nearly 18 times, above the 5‐year average of about ~15 times 

and above the 10‐year average of ~14. The forward P/E ratio for consumer staples stocks is nearly 21 times, 

above its 10‐year average of ~16 times. 

Even consumer discretionary stocks, trading at nearly 20 times forward earnings may be getting such 

multiples on near‐cyclical peak earnings numbers. What kind of growth is supporting such multiples? Well, 

excluding the energy sector, earnings growth for the second quarter is expected to be less than 4% for S&P 

500 companies. And what happens if President Trump’s initiatives with respect to corporate tax reform fail? 

2018 consensus numbers are probably at risk, in my opinion. Forget about the political uncertainty that might 

be caused under Trump impeachment proceedings, the probability of which may be immaterial. There’s 

tremendous tail risk regardless. 
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The forward P/E ratio on S&P 500 stocks isn’t the only measure raising red flags. The Shiller P/E, also known 

as the CAPE (cyclically‐adjusted price‐earnings) ratio, is at nearly 30 at last check, about where it stood during 

the stock market euphoria of 1929 and only lower than the dot‐com bubble levels. The historical mean of the 

CAPE ratio is a whopping 16.8 times. Today’s level implies a near‐80% premium. Netflix is trading at ~80 times 

2018 earnings. Tesla, expected to lose money in 2018, sports a market capitalization of over $60 billion at the 

time of this writing. 

According to Advisor Perspectives, what Warren Buffett called “probably the best single measure of where 

valuations stand at any given moment,” the market‐cap‐to‐GDP ratio, stands at ~133%, the highest it has 

been, save for the dot‐com bubble when it topped at over 150%. “Cryptocurrency” is now a part of the 

market’s vocabulary, with Bitcoin speculators driving its value up 3‐fold during 2017—incredible performance 

for a digital currency. Castles in the air? I think so. 

So as I did in the introductory letter in July 2016, I must remind you that the market has again laid down the 

gauntlet for us, and the coming year may be one of the most difficult ones yet. But the Nelson Exclusive will 

continue to surface ideas. And again, not all of them will be successful and not all of them will be right for 

you. Please be sure to contact your personal financial advisor that knows your individual goals and risk 

tolerances. 

Before I open it up to questions from members (and I encourage you to type your questions into the system 

now), I wanted to talk about two important concepts: 1) the time horizon and 2) income as composition of 

capital appreciation. First, regarding the time horizon. I am asked the following question frequently: Is the 

Nelson Exclusive publication for traders, short‐term investors, long‐term investors or somewhere in 

between? Well, the answer to this question isn't quite as simple as you might think. Let me explain.  

In a stock market like today's where, for example, the average consumer staples stock is trading north of 20 

times forward earnings on meager revenue growth (if any at all), it's very difficult to be a long‐term investor 

as reversion‐to‐the‐mean dynamics could end up becoming extremely painful to one's portfolio. A reversion 

to 15 times forward earnings on these stocks, for example, could wipe out 25% of investor capital and that's if 

earnings forecasts hold true, which in the event of a stock market decline, it's more likely that consensus 

numbers are falling, not holding steady. That's the risk long‐term investors are facing in today's market. 

Now that said, in the times of legendary investor and arguably the father of value investing, Benjamin 

Graham, it was much easier to be a long‐term investor because stocks at that time were trading below their 

very own net current asset value, meaning that most could be liquidated and still have greater value than 

what they were trading at. There was tremendous 'option' value in these equities, and downside in such 

cases was actually upside because liquidation meant getting more for shares than you bought them for. One 

could sit on the stakes of these equities for as long as it took for the market to become rational again. Long‐

term investing in the times of Benjamin Graham was easy pickings. 

Today, on the other hand, the stock market has more than tripled from the March 2009 panic bottom, and 

the long‐term picture might be one painted with a very tumultuous environment if stocks do revert to more 

normalized, long‐term tendencies. So how does this factor into what we do in the Nelson Exclusive? Well, if 

we feel strongly that the market is unfairly beating down an equity and we think shares are undervalued, we 

might keep that idea open for a long period of time, as in the spirit of Benjamin Graham's value‐oriented 

framework. However, if an idea has rapidly converged to our estimate of its intrinsic worth or if the idea has 
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generated a tremendous annualized return that is unreasonable not to lock in, then we might consider 

closing the idea. We want to be as prudent as possible, and the stock itself, to a degree, determines whether 

it becomes a short‐term or long‐term idea. 

As you can see, the market is often going to tell us when “profit taking” might be prudent. For example, if a 

stock is purchased at $10 and doubles to fair value in a matter of weeks, an investor may be interested in 

unloading it for a profit at that time...in a matter of a few weeks...as upside from that point may be rather 

limited. On the other hand, if a stock is purchased at $10 and it takes 10 years for it to double to intrinsic 

value, the holding period for an investor might be 10 years, if he or she would like to sell at an estimate of 

intrinsic worth. The price‐to‐fair value equation matters much more than the passing of time, per se. For 

example, one wouldn't hold a significantly overpriced stock just for the sake of holding it because they made 

money too quickly, would they? I think it makes the most sense to think in terms of price versus fair value, 

not in increments of time. 

In explaining the other concept, that is income as a component of capital appreciation, I’d like to quote from 

my working document, The 16 Steps: 

You cannot control the returns you receive from the market, but only seek to achieve your 

investment goals from the market. Unfortunately, I think there may exist a group of investors that 

believe they can control the stock market. 

Let’s say an income investor bought a stock today and it doubled in price tomorrow, meaning that it 

generated 100% in income‐equivalent in just one day‐‐or let’s say at a hefty 10% annual required 

yield‐equivalent, 10 years’ worth of income (in just one day). The investor can sell the stock and lock 

in 10 years’ worth of income, or he or she can let it ride. Some long‐term investors may choose to let 

it ride, but what if that same stock’s price is cut in half tomorrow and those 10 years’ worth of 

income are completely wiped out? Would there be regrets, even if the income idea is still a strong 

dividend payer? I think so‐‐10 years’ worth of income‐equivalent would have been completely wiped 

out. 

Each investor has different goals and risk tolerances, but it’s important investors understand that a 

dollar is a dollar. Forcing one’s returns to be generated strictly via income over the long haul is trying 

to tell the market what to do, which could end badly. Not even Warren Buffett can control the 

market and the distribution of returns. If the market hands you lemons, make lemonade. Said in 

another example, if an income idea jumps 30% in a few months, handing you the equivalent of 5‐10 

years’ worth of income in the form of capital appreciation (again, a dollar is a dollar), why not 

consider taking it, even if you may have been planning to hold the stock for longer than 5 years? 

Surely, one can’t be disappointed by taking profits? 

But some investors might be. How you may ask? Because achieving the goal didn’t take years, and 

the return didn’t come in the form of a dividend payment. It seems these investors want to tell the 

market what to do. The last 8 years in the stock market through the middle of 2017 have been 

phenomenal, but I think such success has done nothing more but to provide a false sense of security. 

What the market gives, the market can take away‐‐markets don’t always go up! If you’re 

disappointed because income ideas are providing you with significant income through alternative 
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means such as in the form of capital appreciation, strive to be flexible and open your mind to ways 

you might be able to convert that capital appreciation to income to achieve goals. 

If the market hands you a winning ticket in a short time, it may be okay at times to cash it in 

(converting capital appreciation to income), instead of letting it ride, only to potentially set yourself 

up for disappointment later. Every situation is different, of course, but markets will be markets. It’s 

important to use common sense. Capital appreciation can be converted to income quite easily. You 

can’t control what the market does and in what forms returns are provided, or how long it may take 

for goals to be achieved. 

With that said, I appreciate your attendance, and I will now open the call to questions. 

‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐‐ 

Thank you! 

Brian Nelson, CFA 
President, Investment Research 
Valuentum Securities, Inc. 
brian@valuentum.com 

 

 

 

 

 

 

 

 

 

 

 

 

 

The information provided regarding the measurement of Nelson Exclusive ideas is hypothetical, and trading is 

simulated. Actual results may differ from simulated information being presented. 
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Tracking	Nelson	Exclusive	Idea	
Simulated	Performance	 

   
We trust you are well and are enjoying your membership to the Nelson Exclusive publication.  

As we continue to provide as much transparency as possible in measuring ideas for readers, we’d like to 

continue to remind you that neither Brian nor Valuentum take any ownership in any stocks highlighted in the 

Exclusive and all trading in the tables that follow is simulated. The information provided in the tables is offered 

for the convenience of the reader, for illustrative purposes only, and no actual trading is taking place. Actual 

results may differ from the simulated information being presented.  

Valuentum is a publisher of financial information, not a money manager, broker, or financial advisor. 

Highlight 

Date
Company (symbol)

Highlight 

Price

Current or 

"Close" Price

Div's 

Received

'Hypothetical' 

'Closed'Gain %

Capital 

Efficiency*
Time Horizon Notes

Income Ideas

Jul, 16 Universal Corp (UVV) 57.74 75.10 1.60 32.8% 53.0%
Closed ‐ 

2/12/2017

Universal has years of dividend growth ahead of it, but we closed 

this big winner for the time being. We still like it!

Aug, 16 B&G Foods (BGS) 51.54 34.45 1.815 ‐ ‐ 0‐2 yrs

B&G Foods has taken its share of lumps. The latest coming from 

Amazon's entrance into the grocery business with the proposed 

purchase of Whole Foods. 

Sep, 16
Maxim Integrated 

(MXIM)
41.12 45.07 0.33 10.4% 23.5%

Closed ‐ 

2/12/2017

We closed position due to fickle nature of tech. Solid net cash 

position, strong free cash flow ‐‐ ~3% yield. May re‐establish idea in 

future.

Oct, 16
Douglas Dynamics 

(PLOW)
31.94 34.10 0.235 7.5% 20.4%

Closed ‐ 

2/12/2017

We closed as stock had been suspiciously volatile on little news. 

Insider buying though. We still like it and may re‐establish in 

future.

Nov, 16 Ennis Inc. (EBF) 14.60 16.30
None 

collected
11.6% 607.1%

Closed ‐‐ 

11/12/2016

We captured more than 2 years' worth of income via capital 

appreciation in one week. Not being greedy so this ended in a quick 

"trade."

Dec, 16 Watsco, Inc. (WSO) 150.57 155.96 1.05 4.3% 22.0%
Closed ‐ 

2/12/2017

We closed this idea. Investors have been assessing impact on 

demand from HVAC price hikes at key customer Carrier (UTX). We 

still like it, but it is a cyclical industrial.

Jan, 17
Star Gas Partners 

(SGU)
11.21 10.73 0.213 ‐ ‐ 0‐2 yrs

Star Gas raised its dividend 7%+ in late April. Management noted 

that second‐quarter performance was solid as it looks to cut costs 

to strengthen long‐term outlook.

Feb, 17 Moelis & Co (MC) 35.00 38.10 1.74 13.8% 30.0%
Closed ‐ 

7/22/2017

Information reflects special $1 dividend (ex‐dividend date, 

7/20/17). We continue to like shares of Moelis & Co, but we have 

closed the idea for now.

Mar, 17 Park National (PRK) 108.59 104.71 0.94 ‐ ‐ 0‐20 yrs

The bank ended 2016 with results largely as expected, with loans, 

deposits, assets under management and net income advancing 

over 2015.

Apr, 17
American Software 

(AMSWA)
10.44 10.57 0.11 2.3% 18.6%

Closed ‐ 

7/22,23/2017

An email delay caused a notication to be delayed until after 

material information impacted the stock. As a result, price 

adjusted from price in email to the low price of the next trading day 

to reflect conservative, punitive accounting ($12.04 ‐‐> $10.57).

May, 17 NW Natural (NWN) 59.20 60.35 ‐ ‐ ‐ 0‐20 yrs

Nice dividend yield. First‐quarter report was solid. Organic growth 

ensues, and returns have been stable. It reaffirmed 2017 EPS 

guidance ($2.05 ‐ $2.25/share).

Jun, 17 Japan Tobacco (JAPAY) 19.03 17.01 ‐ ‐ ‐ 0‐20 yrs

Tobacco stocks have done quite well during this multi‐year bull 

market. Japan Tobacco is an interesting idea, as the industry 

continues to reinvent itself through 'vaping.'
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  Highlight 

Date
Company (symbol)

Highlight 

Price

Current or 

"Close" Price

Div's 
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'Closed'Gain %

Capital 

Efficiency*

Time 

Horizon
Notes

Capital Appreciation Ideas

Jul, 16
Bloomin Brands 

(BLMN)
17.87 19.28 0.07 8.3% 22.6%

Closed ‐‐ 

11/12/2016

We took what the market gave us. We may re‐open idea again. We 

still believe in long term. Stock very cheap.

Aug, 16
Healthcare Srvs Group 

(HCSG)
38.91 41.02 0.369 6.4% 11.9%

Closed 

2/12/2017

We closed this one. Nice streak of consecutive quarterly dividend 

increases. Very strong end market, and we may re‐open in the 

future.

Sep, 16
Grupo Aeroportuario 

(ASR)
157.87 181.61 ‐ 15.0% 25.6%

Closed 

4/5/2017

We closed this idea. The strength in the US dollar had hurt. We still 

love the long‐term picture though. Travel to Cancún not going away.

Oct, 16
Swedish Match 

(SWMA.ST)
314.80SEK 293.4SEK 8.5 ‐ ‐ 0‐20 yrs

Tobacco (snus) demand is about as resilient as it gets through the 

economic cycle. Currency had been hurting shares, but stock could 

rally back.

Nov, 16 Symrise AG (SYIEY) 16.25 16.34 ‐ 0.6% 1.3%
Closed 

4/5/2017

We closed this idea, but we still like it. EBITDA margins don't get 

much steadier than Symrise's (18‐22% from 2006‐2015) though.

Dec, 16 Tootsie Roll (TR) 37.80 35.75 0.18 ‐ ‐ 0‐20 yrs

A fantastic company with excellent financials. Potential big 

dividend growth story with takeout catalyst as a growing 

possibility. Stock dividend adjustment (3/3/17) reflected in price.

Jan, 17
Texas Capital 

Bancshares (TCBI)
78.05 85.10 ‐ 9.0% 91.6%

Closed 

2/12/2017

Stock grew too extended, so we closed with expectations to re‐

establish. It's important to gain your trust ‐‐ and simulated profits 

go a long way in doing so.

Feb, 17 Arconic (ARNC) 25.90 29.62 ‐ 14.4% 655.3%
Closed 

2/12/2017

We closed this idea. We may re‐establish again, but this type of 

gain in one week is hard not to be prudent with.

Mar, 17 Tesaro (TSRO) 180.84 134.79 ‐ ‐ ‐ 0‐20 yrs
Very risky biotech. Not for everybody. We highlighted this one to fill 

an industry void among considerations. It's rallying back though.

Apr, 17 Yum China (YUMC) 31.15 37.67 ‐ 20.9% 169.8%
Closed 

5/23/2017

The long‐term potential of Yum China is amazing. If you haven't read 

our thesis on shares, please do so. We closed this idea on strong 

share‐price performance, but we may look at it again.

May, 17 Galapagos (GLPG) 87.67 76.69 ‐ ‐ ‐ 0‐20 yrs

Another very risky biotech. Shares are not for everybody, and 

principle could be completely wiped out if things go wrong with this 

consideration.

Jun, 17 Huntington Ingalls (HII) 193.79 192.90 ‐ ‐ ‐ 0‐20 yrs

The Navy needs more ships with more advanced capabilities, and 

Huntington Ingalls is at the center of this need. The company is a 

compelling idea, in our view.

* For this edition and for all future editions of the Nelson Exclusive, we have modified the table headings to 

better describe the measurement of ideas in the Nelson Exclusive publication. In particular, we are now using 

the term ‘Capital Efficiency’ to reflect ‘Hypothetical Annualized Closed Gains’ as we think of the measure in 

the column solely as a ranking mechanism, not a measure of any “return” that can be realized.  
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The tables above are provided for the sole purpose of transparency, to allow readers to measure Nelson Exclusive ideas in a way they feel is most appropriate. 

Ideas within the Nelson Exclusive are not constructed as a portfolio, nor should they be viewed as a portfolio, and performance information is hypothetical 

and "trading" is simulated. "Hypothetical annualized returns," now labeled "Capital Efficiency," cannot be achieved and are provided for the sole purpose of 

rightsizing each idea to a common measurement period (one year), to compare ideas 'closed' within one year to ones 'open' longer than one year, taking into 

account capital efficiency. A reader, for example, may view a 20% hypothetical return over a period of five weeks as much better than a 20% hypothetical return 

over a period of five years. Whereas both represent 20% hypothetical returns, hypothetical annualized performance is much different under each case. Readers 

may have different views and time horizons. To retain independence, neither Valuentum nor Brian Nelson own any shares, nor do they plan to own any shares, 

of any companies highlighted in the Nelson Exclusive. Importantly, shorting stocks involves a number of abnormal risks, including theoretically the infinite 

loss of capital, and is not for everyone. Valuentum is a financial publisher not a financial advisor. Please contact your personal financial advisor to determine 

if any idea in the Nelson Exclusive may be appropriate for you.

Highlight 

Date
Company (symbol)

Highlight 

Price

Current or 

"Close" Price

Div's 

Received

'Hypothetical' 

'Closed'Gain %

Capital 

Efficiency*
Time Horizon Notes

Short Idea Considerations

Jul, 16 Lands' End (LE) 16.76 16.10 NA 3.9% 10.7%
Closed ‐‐ 

12/2/2016

We were worried Eddie Lampert may start buying more heavily. 

Very volatile equity. Not being greedy, so we closed position.

Aug, 16 Vivint Solar (VSLR) 2.94 2.85 NA 3.1% 10.8%
Closed ‐‐ 

12/2/2016

Stock wasn't acting right despite an ongoing negative solar 

backdrop. We locked gain in as a result.

Sep, 16 Lloyds Banking (LYG) 3.31 2.78 NA 16.0% 96.1%
Closed ‐‐ 

11/4/2016

We didn't like Lyolds' leverage and were worried about Brexit. We 

picked our spot to take profits. 

Oct, 16 GoPro (GPRO) 16.68 11.12 NA 33.3% 400.0%
Closed ‐‐ 

11/4/2016

This was a big winner. We continue to have concerns, and the stock 

keeps falling. We're not looking back, however.

Nov, 16
Seritage Growth 

Properties (SRG)
44.31 42.13 ‐0.25 4.4% 25.6%

Closed ‐‐ 

1/6/2017

The REIT continues to trade on euphoric expectations, but we 

closed this for a gain. Dividends work against us as it relates to 

short performance. Buffett is watching.

Dec, 16
Royal Bank of Scotland 

(RBS)
4.91 6.75 ‐ ‐ ‐ 0‐2 yrs

The stock is rallying alongside financials peers. We're watching it 

closely as Brexit looms. We may extend time horizon.

Jan, 17
Sequential Brands 

Group (SQBG)
4.62 4.18 ‐ 9.5% 96.6%

Closed 

2/12/2017

We locked this short idea in. Retail continues to get pummeled, 

and we picked the right spot at the right time.

Feb, 17
Sportman's 

Warehouse (SPWH)
6.85 6.11 ‐ 10.8% 492.9%

Closed 

2/12/2017

As with Sequential Brands, we picked the right spot at the right 

time. We locked in this big gain, too.

Mar, 17 Fitbit (FIT) 6.07 5.71 ‐ 5.9% 69.8%
Closed 

4/5/2017

Very timely short idea again. We locked this in. The success rate on 

short idea considerations remains fantastic.

Apr, 17
Santander Consumer 

(SC)
12.51 11.65 ‐ 6.9% 55.8%

Closed 

5/23/2017

Subprime auto may be in for a rough landing. We're expecting 

continued tough times, but we're going to lock this idea in.

May, 17 Snap, Inc (SNAP) 23.19 17.19 ‐ 25.9% 2360.9%
Closed 

5/10/2017

Fantastic timing! Another short idea consideration homerun! See 

May 10 email: 'Another Exclusive Homerun: Oh SNAP'

Jun, 17 Mallinckrodt (MNK) 42.65 42.64 ‐ ‐ ‐ 0‐20 yrs
There's a lot of hair on this one. Famed short seller Jim Chanos 

doesn't like it.

223.8% Varies

Performance information is hypothetical and "trading" is 

simulated. Information provided in table for illustrative purposes 

only.

Average Capital Efficiency* for 

'Closed' Positions
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Vectren	Corp	(VVC)	

Income Generation 

 

    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Image Source: Vectren Corp  Last Close $58.21
52-week range $46.52-$62.79
Market Cap $4.8 B
Avg Daily Vol (30 wks) 378,557
Annual Dividend Yield 2.89%
Trailing Dividend Payout Ratio 66%
Trailing P/E 22.8
Net Debt (LFY) $1.8 B
Net Debt/EBITDA (LFY) 2.9x

Key Statistics

“Driven by our revised utility growth expectations, we now expect higher long‐term consolidated earnings 

per share and dividend growth in the 6 to 8% range. Also, we are proud to be part of a select group of 

companies that have achieved 57 years of consecutive increases in annual dividends paid, which 

demonstrates a near best‐in‐class level of long‐term commitment to our shareholders.” – Carl L. Chapman 

Chairman, President & CEO, Vectren Corp 2016 Annual Report 

Time Horizon: Long‐term 

Corporate Profile 
Vectren Corp offers energy-related products 
and services through three business groups: 
Utility, Nonutility, and Corporate & Other. 
The Utility group contains the Electric 
Utility Services segment, which provides 
electric distribution services to Southwestern 
Indiana, and the Gas Utility Services 
segment, which provides natural gas 
distribution and transportation services to 
Indiana and West Central Ohio. The 
Nonutility business group consists of the 
Infrastructure Services business and the 
Energy Services business. 

Thesis 
A lot has happened in the past six decades. From one Civil Rights 
movement to another, from the Cuban Missile Crisis and Cold War to 
9/11 and the War on Terrorism, from the oil crisis of the 1970s to the 
Financial Crisis of the late 2000s, but some things have remained the 
same. For one, Vectren Corp has paid a growing annual dividend in 
each of the past 57 years. The company is a prime example of a utility 
that has fully taken advantage of the consistency of regulated returns 
set by local government authorities within the ratemaking process in 
building an impressively-consistent shareholder capital return program 
that spans decades. 

Vectren’s strong investment grade credit rating of A2/A- inspires confidence in its financial position, as 
does its recent historical financial performance in terms of bottom-line performance and earned return on 
equity, the latter of which has led its peers (image next page). The firm’s regulated Utility business group 
accounted for more than 82% of 2016 net income, signifying the vast majority of its bottom-line  
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performance comes from a stable, growing business. The regulated utility businesses funds ~85%-90% of 
Vectren’s dividend, a very reasonable level, and management continues to target a payout ratio of 70% of 
the Utility group’s earnings. 
 
Though past performance does not guarantee  
future results, the utility’s ability to deliver on  
its past strategies should comfort investors that 
it will be able to deliver in the future, and we  
are quite fond of its long-term outlook, which  
is driven by its 10-year utility capital investment  
plan of $6.5 billion. Performance in its utility  
businesses will be boosted in part by annual  
customer growth rates of 0.5%-1% in its Gas  
Utility segment and 0.5% in its Electric Utility  
segment over the long haul as well as a continuous focus on controlling costs. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The company’s 10-year utility investment plan is expected to help provide overall rate base growth of ~7% 
in the ten year period from 2016-2026 and will be focused on gas utility infrastructure investments as well 
as a ramping of electric utility modernization and generation diversification. The long cycle of infrastructure 
spending Vectren anticipates to begin in the US in the near-term is expected to drive growth across all of its 
businesses, including the unregulated Nonutility business group, which adds a degree of confidence to our 
thesis. 
 
 
 

Image Source: Vectren Corp 

Image Source: Vectren Corp 

Image Source: Vectren Corp 
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Vectren expects its Infrastructure Services segment (distribution pipeline construction and transmission pipeline 
construction) to benefit as distribution construction activity continues to accelerate thanks to gas utility pipe 
replacements, and it anticipates transmission construction to begin a recovery in 2018. Meanwhile, its Energy 
Services business (performance contracting and sustainable infrastructure projects) has a number of long-term 
demand drivers with staying power, including energy efficiency, system resiliency, and sustainable infrastructure 
(including renewable or clean generation). 
 
Such a strong outlook in its Nonutility group is a large positive for Vectren as it moves forward in its 10-year 
utility investment plan and expects the next 5 years of investments to be funded by $2-$2.5 billion in utility 
operating cash flows, ~$800 million in incremental utility long-term debt--a level not expected to sway the 
company from its necessary regulatory capital structure or materially alter its credit metrics--and $100-$200 
million in available cash flow from the Nonutility group. 
 
Vectren and the rest of the utilities are exposed to interest rate risk, however, a risk that may be heightened as 
the Fed keeps upping rates. In an environment where interest rates are still near all-time lows, income-oriented 
investors have flocked to the robust dividend yields of utilities to fulfill income needs. This asset-class shift, 
however, has effectively altered the return dynamics of utilities equities to be more closely correlated with fixed-
income instruments, in our view (despite, of course, the income growth potential of equities). Though higher 
discount rates (interest rates) within the equity valuation process will be negative to underlying equity valuations 
in all sectors during a tightening credit environment, all else equal, threats of an interest rate increase may 
abnormally hurt the prices of utilities equities relative to other sectors, given the unprecedented relationship 
between current interest rates and utility dividend yields. 
 
That said, we like what we’re seeing from Vectren in terms of its proven ability to execute over the course of 
several decades--and multiple economic cycles--within its regulatory environment while adequately balancing 
regulated business growth, unregulated business growth, and meaningful dividend expansion as well as its 
ambitious but achievable long-term expectations for its business as a whole. The steady nature of its regulated 
Utility business group offers substantial support to the potential upside that exists in its Nonutility group, which 
boasts some solid demand drivers for the coming years. At this point in time, we see no reason why Vectren 
shouldn’t be able to continue building upon its near-peerless dividend track record. Shares are trading at lofty 
earnings multiples--more than 22x 2017 consensus earnings estimates--but when it comes to income, Vectren’s 
shares are worth a close look. 
 

Image Source: Vectren Corp 
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Kris Rosemann contributed to this article. 
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Capital Appreciation 

Orbital	ATK	(OA)	
 

 

 

 

 

 

 

 

   

“Our first quarter book‐to‐bill ratio of 150% boosted firm backlog to a record $9.8 billion. In addition, 

these strong new business bookings reflected a return to our historic proportion of shorter‐cycle 

contracts, which will help drive revenue growth this year and in 2018, following a period of robust long‐

cycle orders in 2015 and 2016.” – David W. Thompson, CEO Orbital ATK, first‐quarter 2017 earnings 

release, May 11, 2017. 

Thesis 
The geopolitical environment is only becoming more heated, and it 
seems from our perspective that tensions with North Korea have only 
heightened since President Trump has taken office. According to an 
article dated July 4, 2017, from the New York Times, “US Confirms 
North Korea Fired Intercontinental Ballistic Missile:” 
 

The Trump administration on Tuesday confirmed North 
Korea’s claim that it had launched an intercontinental ballistic 
missile, and it told Pyongyang that the United States would use 
“the full range of capabilities at our disposal against the growing 
threat.” 

  
The administration followed up that warning on Wednesday 
morning with a joint military exercise in which United States 
and South Korean forces fired ballistic missiles in the waters 
along the Korean Peninsula’s east coast. 

 
But North Korea reaffirmed Wednesday that it would never 
deviate from its determination to bolster its nuclear and missile 
abilities as long as the United States’ “hostile policy” and 
“nuclear threat” persisted. 

 
The North’s state-run Korean Central News Agency said its 
new intercontinental ballistic missile, the Hwasong-14, was 
capable of hitting the “heart of the United States” with “large 
heavy nuclear warheads.” The launch, according to the agency, 
successfully tested the functions of the missile’s two propulsive 
stages and the warhead’s ability to endure the intense heat and 
vibrations as it entered the earth’s atmosphere.  

 

Corporate Profile 
Orbital ATK provides aerospace and 
defense systems that protect customers. As 
a prime contractor and merchant supplier, 
the company serves commercial, military, 
and civil governments. It has three 
operating groups and divisions: Flight 
Systems, Defense Systems, and Space 
Systems. Orbital ATK is headquartered in 
Dulles, Virginia. 

Time Horizon: Long‐term 

Last Close $102.33
52-week range $67.04 - $105.09
Market Cap $5.9 B
Avg Daily Vol (30 wks) 317,000
Annual Dividend Yield 1.25%
Trailing Dividend Payout Ratio 26%
Trailing P/E 20.4
Net Debt (LFY) $1.2 B
Net Debt/EBITDA (LFY) 2.0x

Key Statistics

Image Source: Orbital ATK 
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Though US defense spending competes with many other budget priorities, the 
Trump administration may make it a point to hold North Korea in check, and 
while this may itself not seem surprising, a larger conflict with the country can’t 
be ruled out. We highlighted Huntington Ingalls (HII) in last month’s edition 
of the Nelson Exclusive, and we’re following up in this July edition with yet 
another defense favorite that falls outside Valuentum’s existing coverage 
universe, Orbital ATK (OA). 
 
A lot of what Orbital ATK does across its three operating divisions (see images 
to right) hits right at the heart of the needs of the next-generation warfighter. 
In 2016, for example, “the company set an all-time record for new business 
volume, winning about $8.5 billion in new orders and option exercises and 
achieving firm bookings-to-revenue ratio of 128%.” The strong pace of new 
orders has continued into 2017, too, with its book-to-bill ratio comfortably 
above 1 (100%), and backlog again setting record highs in the first quarter, 
implying nice visibility over the next few years. On the first-quarter conference 
call, management even noted that it has “also had strong bookings so far in the 
second quarter with around $800 million of new business.” 
 

 
Image Source: Orbital ATK 

 
We think the pace of growth at this small-mid cap aerospace and defense idea 
will continue, as it remains at the sweet spot of many missile defense 
applications, but other new product initiatives seem to be performing well, too. 
For one, Orbital ATK has received strong customer response from a new 
intermediate/large-class launch vehicle that uses its rocket technology. It has 
developed an interesting family of medium-caliber “magic bullets,” and the 
company has created “a first-of-its-kind-in-space robotic servicing system” that 
can be used for orbit repositioning and repair of space assets (source: 2016 
Annual Report).  
 
What really gets us excited about Orbital ATK, however, is its solid rocket 
motor technology. The company says its “solid rocket motors are the most 
advanced in the world, powering tactical and strategic missiles and missile 
defense systems that protect our troops and safeguard our nation.” The Trump 
administration seems to be warming up to “make space program great again,” 
and Orbital ATK’s rocket propulsion systems may be at the sweet spot of such 
an endeavor, too. Its satellites, for example, help scientists explore the solar 
system in ways like never before. We like the potential. 

Image Source: Orbital ATK 

Image Source: Orbital ATK 

Image Source: Orbital ATK 
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The company’s financials and guidance look pretty good, too. In its first-quarter press release, Orbital ATK 
reaffirmed its revenue, operating margin, free cash flow and diluted earnings per share expectations for 2017. At 
the high end of the provided ranges, year-over-year revenue growth is expected at nearly 4% on operating margins 
of 12%, translating to free cash flow of $300 million and earnings per share of $6.20 for the year, implying shares 
are trading at ~16.5 times current-year earnings. In a stock market in which steady-eddy consumer staples equities, 
for example, are trading north of 20 times, we think there’s some valuation opportunity.  
 
Defense contractors may not get as lofty of multiples, but we like Orbital ATK’s near-term visibility and the 
‘option’ value that comes in any scenario where tensions with North Korea may continue to escalate. Consensus 
estimates for earnings per share in 2018 imply shares are trading at just over 15 times; cash and long-term debt 
stood at $167 million and $1.46 billion at the end of the first quarter of 2017, respectively. Total backlog stands at 
3.2 times annual run-rate revenue, nice coverage that may continue to expand, if bookings keep up the current 
pace. Orbital ATK seems to be on a roll lately with new orders. 

Images Source: Orbital ATK 

Images Source: Orbital ATK 
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Let’s now cover some of the risks. First, Orbital ATK does have a net debt position, so its balance sheet is 
somewhat leveraged, but we like its free cash flow generation, and we don’t think its dividend or share buyback 
program pose any threats to its financial health. Total US government customers account for about 76% of its 
revenue, with NASA the largest component at ~27%, so competing budget priorities are a risk, as well as the 
timing of any new orders. On the first-quarter conference call, however, management seemed quite optimistic: 
“…and with the government fiscal year 2017 budget now finalized and the broad outlines of the 2018 budget 
request available, the prospects are good for continued robust new business over the next several years 
especially in our government markets.” Orbital ATK’s international business seems to be picking up, too, with 
international orders accounting for ~40% of total booking through May 2017, offering some diversification 
away from the US (international sales were less than 20% in 2016). 
 
Competition is fierce across all its operating segments, and Orbital ATK bumps heads even with some of the 
largest defense contractors for new business. Other smaller niche players occupy the space, too, but the 
company continues to spend aggressively on R&D, with $135 million budgeted for 2017. Ammunition sales 
and space-program funding can be quite volatile and often depends on geopolitical conditions and the goals of 
each changing administration. Its small-caliber ammunition contract with the US Army accounted for ~6% of 
sales during 2016, while its Commercial Resupply Services (CRS) contract with NASA accounted for ~5% of 
sales during 2016. Roughly 68% of Orbital ATK’s business operates under fixed-price contracts, so risks of 
cost overruns can impact margins. The company has restated its financials in the past, has outstanding 
securities class action litigation, and management has “identified material weaknesses in (its) control over 
financial reporting,” so readers should be cognizant of such items and future potential headlines. Pension-
related items could complicate the valuation equation in future periods; the status of its pension reveals a 
shortfall of ~$700 million at the end of 2016 (“funded status”). 

Image Source: Orbital ATK 
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All in, despite the risks, Orbital ATK is a unique idea within the aerospace and defense industry. Its valuation is 
not imposing, and it’s in the sweet spot with respect to what it describes as “major growth areas in 2017-2019,” 
including tactical missiles subsystems, commercial and military aerostructures, defense and science satellites, 
and beyond. The company’s long-standing customer relationships are a valuable asset, and management notes 
that ~95% of targeted revenue for 2017, ~60% of targeted revenue for 2018, and ~40% of targeted revenue 
for 2019 are already in backlog, offering some nice visibility into out-year performance. We’ll have to pay close 
attention to accounting developments, and we’d like to see higher cash balances on the books, but these aren’t 
tragic items, per se. CEO David Thomson co-founded Orbital ATK’s predecessor, Orbital Sciences in 1982, 
while we’d like to see him have a greater stake in the company (his ownership levels are less than 1%), we think 
he is the man to lead. Thompson has considerable knowledge of the aerospace and defense sectors. We think 
Orbital ATK is worth a look. 

Image Source: Orbital ATK 
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Deutsche	Lufthansa	AG	(DLAKY)	

Short Consideration 

 

   

  

 

 

   

Time Horizon: Long‐term 

DLAKY are Lufthansa’s ADRs, which represent 

a 1:1 ratio to the underlying shares. 

Corporate Profile 
Deutsche Lufthansa Aktiengesellschaft is 
an aviation company operating through the 
Passenger Airline Group, Logistics, MRO, 
and Catering segments. Its Passenger 
Airline Group offers passenger airline 
services with a route network of 300+ in 
approximately 100 countries. As of the end 
of 2016 it had a fleet of 617 aircraft. 

Thesis 
“The worst sort of business is one that grows rapidly, requires significant capital to 
engender the growth, and then earns little or no money. Think airlines. Here a 
durable competitive advantage has proven elusive ever since the days of the Wright 
Brothers. Indeed, if a farsighted capitalist had been present at Kitty Hawk, he would 
have done his successors a huge favor by shooting Orville down.” -- Warren 
Buffett, Berkshire Hathaway Annual Report 2008 
 
“If the Wright brothers were alive today Wilbur would have to fire Orville to reduce 
costs.” -- Herb Kelleher, founder of Southwest Airlines 

Though we find these comments on the profitability of the commercial airline industry humorous, it’s no 
joke that we continue to view the airline industry as a space full of largely speculative investment vehicles.  
 
Perhaps the biggest issue with the business model of airlines is that the factors that drive their revenue and 
costs are largely out of their control. In other words, an airline can’t do much to guarantee profits through 
the course of the business cycle. An airline’s costs are a function of fuel prices and labor--and we don’t need 
to remind you of the difficulty of predicting crude oil prices. An airline’s revenue is almost entirely 
dependent on the trajectory of the economy (passenger travel), too, as well as the actions of others’ capacity 
decisions. 
 
This month’s short idea, German airline Deutsche Lufthansa Aktiengesellschaft (“Lufthansa”), is facing a 
familiar set of challenges as we continue to march toward the peak of the current economic cycle. Airline 
passenger traffic has experienced strong growth of late as the global economic recovery pushes forward, but 
so too has commercial airline capacity. In fact, Lufthansa’s load factor, a measure of the relationship 
between capacity and demand growth, fell in 2016 from not only 2015 levels, but also from 2014 levels. 
Global yields on passengers have decline materially of late as well. Though a portion of that is due to the 
pass through of lower fuel costs, pressure from an increase in capacity from low-cost carriers will continue 
to weigh on these measures.   
 
Lufthansa has faced significant labor issues in recent years, though it hopes to have put the bulk of such 
problems behind it with agreements in 2015 and 2016 with its pilots and cabin crew unions. These 
agreements will ultimately result in higher wages for employees, but the appeal of more complex areas of the 
deals may end up being positives for the airline. An example of this was the firm’s doing away with its 
defined benefit pension plan with one of its trade union agreements, which is expected to ultimately reduce 
all-in labor costs. Ground crew strikes have impacted flight scheduling on a more minor scale in 2017, but 
creating inconveniences and efficiency issues nonetheless. 

Airline Fare 

Wars Increasing 

in Europe? 
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Fuel costs will continue to be volatile with an uncertain outlook. General expectations are for crude oil 
prices to continue recovering, though they have done so much more slowly and unevenly than previously 
anticipated, as global inventories are drawn upon and the market works itself back to balance, or so the bull 
thesis goes. This is expected weigh on the bottom lines of airlines compared to recent years, ultimately 
turning a tailwind of 2015-2016 into a headwind in the years ahead. Though it did not provide explicit 
earnings estimates for the year, Lufthansa has said that its bottom-line performance will come up short of 
that of 2016. 
 
Industry capacity growth, rising labor costs, and volatile if not significantly increased fuel costs may all 
weigh on Lufthansa’s business, with the first of the three having the potential to wreak the most havoc, 
especially after what management has called “the greatest disappointment of the year.” With this it was 
referring to Frankfurt Airport’s change in strategy, which grants new airlines a discount of up to 50%, 
essentially a free pass for low-cost carriers to attack its home airport. Lufthansa’s growth strategy is being 
forced to change as it simultaneously works to fight for market share against the very low-cost carriers being 
welcomed into its home market. 
 
But the increase in low-cost capacity in the European market, and more specifically the German market, 
doesn’t stop there. As was expected, Ryanair has announced that it will begin flying to Frankfurt, and this 
may inevitably pressure the transfer traffic demand Lufthansa is accustomed to grabbing at a relatively high 
rate. In addition, Ryanair and another low-cost carrier easyJet have a large number of aircraft deliveries 
scheduled. These deliveries are increasingly likely to be allocated towards the continental EU after Brexit-
related developments continue to weigh on the ‘investibility’ of international travel to and from the UK for 
major airlines. Ryanair continues to widen the fare gap between it and competitors and has stated its 
ultimate goal is to provide air travel with free fares. 
 
Ryanair, for one, has explicitly stated that it is going after  
the German airline market, and one of its executives has  
been quoted as recently as 2016 as saying, “If the price war  
becomes more aggressive, we’re happy with that. We have  
deeper pockets and more staying power.” This quote  
highlights that a price war may have been been ongoing for  
some time now, and as previously mentioned, passenger  
yields have been under pressure. However, in recent years,  
Lufthansa and other higher-cost airlines have been able to  
offset a large portion of the decline in yields with fuel cost  
savings. Though we have not seen some of the crude oil  
price trajectories materialize as many market observers expected, the outlook for global energy resource 
pricing is far better today than it was even a year ago. 
 
Lufthansa’s non-investment grade credit rating from Moody’s (Ba1) suggests there may be some credence to 
Ryanair’s comments. Moody’s notes that a material improvement in profit levels in 2017 could lead 
Lufthansa into investment grade territory, but the company’s own expectations are for it to come up short 
in that regard. Though its actual debt load is not too concerning and liquidity does not appear to be a 
pressing issue, its adjusted gross leverage could use some improvement due to a pension shortfall of nearly 
€8.4 billion as of the end of 2016, which brings its net indebtedness and pensions to ~€11.1 billion. It is 

Image Source: Ryanair 
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Kris Rosemann contributed to this article. 

Image Source: Lufthansa 
important to note that these discounted pension  
obligations are sensitive to the ultra-low interest rate  
environment in the euro zone. Should net indebtedness 
increase alongside material profit pressure, Lufthansa  
could see further downside pressure on its credit rating. 
 
Ultimately, Lufthansa’s profitability is largely out of its  
control as it depends on external factors such as fuel  
prices, economic development in Europe and the level  
of capacity from its competitors. We all know how  
volatile fuel prices can be, and most forecasts, including 
that from Lufthansa, are for economic uncertainty to  
persist as a result of numerous geopolitical risks and conflicts. The company expects GDP growth in its 
home country of Germany to slow through 2020, while Europe’s GDP growth is expected to remain paltry 
in the mid-1% range. The increase in capacity from low-cost competitors may be the most prominent risk 
facing Lufthansa, particularly as its home airport more or less turned its back on the airline. 
 
A look at Lufthansa’s longer-term chart further supports our thesis that a fallout among shares may not be 
far off as it shows tremendous cyclicality. Shares have more than doubled over the past year or so, but we 
continue to believe that the airline will not be able to sustain performance that will continue to drive such a 
run in shares as we near a peak in the airline business cycle, if not the global economic cycle. Take a look 
for yourself. 
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Inaugural	Letter	to	Members	 

   

Dear Valued Member, 
 
Welcome! You are one of a very limited number of members that will ever  
bear witness to the pages that follow. 
 
The launch week of the Nelson Exclusive coincided with news that  
Britain has voted to leave the European Union. The decision, while sending  
the European banks tumbling violently, does little to muddy the  
context setting the background of the inaugural edition of this publication. 
 
Broader stock market valuations are at frothy levels, and interest rates  
continue to hover near all-time lows. The investment-decision landscape  
is more complicated today than ever before for all types of investors, from  
those seeking long-term capital appreciation to those that are targeting certain  
income goals. Cyclicals today are trading at peak multiples on peak earnings, and even consumer staples 
equities have reached valuation levels that may be more appropriate for aggressive growth equities, not mature 
operators. Said differently, the market has laid down the gauntlet.  
 
The next few years in the markets may be among the most difficult witnessed since the Great Recession. Even 
a broader market pullback 20% from current all-time highs wouldn’t be abnormal given that the collective 
market valuation of S&P 500 companies has effectively tripled from the March 2009 panic bottom. The 
launch of the Nelson Exclusive in such conditions can be considered perilous as broader market performance 
inevitably will act as ballast to the returns of ideas surfaced. In this spirit, I want to remind you that not all 
ideas in this publication will be successful, and some that are eventually may encounter tough sledding over 
extended periods of time. As a swimmer cannot achieve his best time swimming against the current, a stock 
selector cannot achieve his best performance in a down market. Regardless, the value placed on a steady hand 
during challenging times is priceless.   
 
Let’s first cover what the Exclusive is and then we’ll talk about what it is not. As you know, the Valuentum 
investment coverage universe is vast, and what we’re seeking to deliver in this publication is ideas that fall 
outside its reach. We’re breaking down the traditional barriers of equity coverage to identify underfollowed 
gems across the investing spectrum, delivering in each monthly edition one idea for income investors, one 
idea for readers seeking long-term capital appreciation, and a bonus idea for those looking for a “short” 
consideration (1). Underfollowed doesn’t mean obscure, however, and the ideas that we’re targeting will be 
investable ones, avoiding thinly-traded instruments and penny stock “traps.” We’ll clearly define our expected 
time horizon for each consideration, and where applicable, we’ll update our theses in subsequent editions. 
We’ll keep score, tracking performance over time. 
 
Let’s talk about what the Exclusive isn’t. The Exclusive does not constitute individual investment advice, and 
the ideas within it are not personal recommendations. Each of you reading should always work with your  

July 1, 2016 
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personal financial advisor who knows your individual goals and risk tolerances. I do not. Only you and your  
personal financial advisor know what’s best for your life circumstances. The personal financial advising 
markets and what we do at Valuentum via financial publishing are two different verticals in the same industry, 
but they are different nonetheless. I just want to be very clear about this because I can never tell you to buy or 
sell anything at any time, even if this may be what you want. It’s not that I don’t have conviction in my work – 
it’s the rules of the business.  
 
Within the twelve editions of the Nelson Exclusive each year, we’ll be highlighting in total 36 ideas for 
consideration with varying investment parameters. That’s a lot. Depending on the time horizon set forth with 
each idea, fantastic performance might mean a success rate of 60%, great performance might be 55%, average 
performance might be 50%, while anything below that mark may constituent a poor showing. Obviously, I’m 
aiming for a 100% success rate, but I also have to be realistic. The great Joe DiMaggio may have hit safely for 
56 consecutive games in the last baseball season before the United States was thrust into World War II, but he 
“only” hit .357 that year. That season of ‘41, the great Ted Williams would be the last player to hit .400, 
meaning that one of the best hitters in baseball…ever…was still called out ~60% of the time. 
 
The greatest investors face a similar paradigm. Stock selection is a process where there will be homeruns and 
strikeouts. You know me. The Exclusive is not a “get-rich-quick” product, and you should keep a close eye on 
your wallet if you encounter anyone promising anything of the sort. In the inaugural edition of the Nelson 
Exclusive, I’m going to take 36 swings – they are going to be hard and through the zone, and I’m not going to 
pull my shoulder out or take my eye off the ball. Market conditions are expected to be stormy in coming years 
as “reversion-to-the-mean” dynamics rain down, and a crafty lefthander with great “stuff” may be on the 
mound, but we’re stepping up to the plate and digging in.  
 
Batter up! 
 
 
Sincerely, 
 
Brian Nelson, CFA 
President, Investment Research & Analysis 
Valuentum Securities, Inc. 
brian@valuentum.com 
 
 
 
 
 
 
 
 
 
P.S. On a very personal note, I wanted to thank you for your continued support. Without you, neither the 
Nelson Exclusive publication nor Valuentum would exist. This fact is not lost on me. I thank you deeply. 
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The information contained in this report is not represented or warranted to be accurate, correct, 

complete, or timely. This report is for informational and educational purposes only and should not be 
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for all types of investors. The information contained in this report does not constitute any investment 

advice, but especially on the tax consequences of making any particular investment decision. This 
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Short selling is not for all types of investors, and readers should consult their personal financial advisor 

that understands their individual goals and risk tolerances before considering any investment or any 

strategy. Potential losses for an investor engaging in a short selling strategy are theoretically infinite.  

The Nelson Exclusive: Volume 2, Issue 7 

The Nelson Exclusive is published monthly. Contact us at 

info@valuentum.com for more information. 
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