
 

 

 

YTD as of 8/31/2019 
A1 Portfolio +8.46% 

 
MARKETS 

DOW JONES +13.26% 
S&P 500 +17.02% 
NASDAQ 100 +21.53% 
REIT INDEX +23.67% 
SMALL CAP +11.16% 
HIGH YIELD +  7.47% 
  

 
BOND YIELDS 

10 YR TREAS 1.51% 
YTD CHANGE    -1.18% 
30 YR TREAS 1.97% 
YTD CHANGE -1.05% 

 
SINCE INCEPTION 

THROUGH DEC 31, 2018 
BROXTON 408.77% 
S&P 500 158.73% 
DOW JONES 199.13% 

 
BROXTON PERFORMANCE 
 

 
 
 
 

 
 

We rebranded the Primary Broxton Strategy as the AlphaOne Portfolio in September. The 
portfolio grew earnings at a much faster rate (13% for the 2nd quarter vs. -1% for the S&P 500) 
and has earnings and dividends of more than twice the S&P 500. The strategy pulled back about 
3% as investors continued to yawn at value shares and make bets on high flying tech stocks and 
over-priced brand names. We saw a period in mid-September where value shares outpaced the 
indexes by close to 50%. From September 3rd through September 12th the S&P value index 
outpaced the S&P Index by rising 6% as the S&P rose about 4%. Since December of 2015 the 
Morningstar high value small cap index has risen only 16%, while the Nasdaq big cap index is up 
about 68%. These discrepancies are mainly due to the rise of the second tech boom. Many of 
these shares have no relationship to the businesses that they represent and obtain values far 
beyond any expectation. Managements of said companies are aware of this and play to the 
investors. Recently, investors seem to be getting suspicious by reacting negatively to the  IPOs 
that rushed to the market to “cash out” and are overpriced by traditional standards. We talk more 
about this on page 2. 
 
MarketWatch reported, in regard to upcoming earnings: “Analysts surveyed by FactSet currently 
project a steeper drop for the third quarter, with estimates calling for a 3.95% decline (year over 
year) on average. Sentiment has worsened since the start of the year, as analysts had been 
projecting a 1.07% increase in third-quarter earnings as of late March.”  

(above harvest moon 2019) 
 

CBS/Viacom (VIAB): Bob Bakish commented on the poor performance of CBS and Viacom shares 
after the merger was announced “Clearly we’re disappointed with how the stocks are reacting, 

[There is a] tremendous opportunity ahead for CBS and Viacom.” CEO Bakish further said that the 
$500 million in synergies was bankable and outlined further distribution synergies. We agree. The 
combined earnings per share including the synergies would top $7 per share for the new company 
in 2020. We also pointed out that in 3rd quarter CBS and Viacom added more streaming 
subscribers than Netflix and are posed to surpass Hulu and Roku in 2019. The CBS premium 
bundle includes, NFL, 60 minutes, Nickelodeon, Paramount features and loads of prime-time 
content including Seinfeld. Importantly Netflix and Amazon have no sports or news! So we believe 
in the deal. REPORT 
 
On deck investments: Amarin has been on a roller coaster ride since reporting the results of 
Vascepa in 2018. Vascepa meaningfully reduced (by 25%) major adverse cardiovascular events 
(MACE). PRESENTATION The shares have been as high as 23 and as low as $11 since the results. 
One problem? The FDA approval process for the expanded label. Yes, Vacepa is already approved 
and the positive results were from more than a year ago! Also, we have been following United 
Foods very closely (UNFI). They are one of the largest grocery distributors in the U.S. The shares 
have been on a roller coaster ride as well due to a large acquisition, but everything should be O.K!  
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https://www.broxtoncapital.com/performance
https://www.broxtoncapital.com/performance
https://www.marketwatch.com/
https://www.broxtoncapital.com/broxtonupdates
https://seekingalpha.com/article/4290744-amarin-corporation-amrn-investor-presentation-slideshow
https://www.broxtoncapital.com/


 

Are Investors Buying Plumped Product? The Answer is Yes 
 
Plumping, also referred to as “enhancing” or “injecting,” is the process by which some poultry companies inject raw chicken meat 
with saltwater, chicken stock, seaweed extract or some combination thereof. The practice is most commonly used for fresh chicken 
and is also used in frozen poultry products, although other meats may also be plumped. Plumped chicken commonly contains 15% 
of its total weight in saltwater, but in some cases can contain as much as 30%. Currently our government does not require the 
disclosure of plumping, so regular buyers are unaware that they could be paying 
more for less. Can you guess how we are going to segue this to our current markets? 
Well……A common practice that we have observed is the plumping of revenues for 
pre-IPO companies. Investors unwittingly pay more for said company without 
knowing that huge amounts of additional capital have been dumped into marketing 
and sales to raise revenues and create a higher IPO price. The expenditures can be 
considered unreasonable and normally take the company into the red as far as 
profits. Recently Peloton, a connected fitness company and Smile Direct Club came 
public. We like the prospects of both companies but consider the shares to be 
overpriced. Apparently, others did as well because both IPOs crashed. Smile Direct 
is down 35% in 2 weeks and Peloton is down 12% in 2 days! Part of the reason for 
the crash was the noticeable plumping of revenues, which worked for getting the 
IPO price up but did nothing to support the stock market valuation of the company.  
 
Why have we have seen 100s of Peloton commercials recently? There were billions of dollars at stake, if Peloton created fast revenue 
growth, investors would pay more. In 2018 and 2019 Peloton increased its marketing and sales spend by 300% or $240 million to 
$324 million per year. This helped increase sales from $200 million in 2017 to $900 million in 2019. Since Peloton seems like a good 
luck, fast growing company it attained an IPO value of $6.8 billion, when in fact it is probably worth around $1.5-2 billion. Although 
gross profit swelled to $383 million for the last year, marketing and sales expense came in at $324 million or 84% of gross profit. This 
equals a subscriber acquisition cost of $1300 (insane!) and helped reduce net income to a staggering loss of $250 million. Investors 
pay a lot more for growing revenues and this explains why “plumping” a company’s revenues pre-IPO is so profitable but, in our 
opinion, it does nothing to change the value of the company. Meanwhile, it seems that investors are aware of the scheme, explaining 
why both shares slid when they debuted. 

 

 Broxton Capital Advisors        
 Broxton Capital is an investment manager located in San Juan and employs the Alpha One Strategy or “A1.” The Alpha One Portfolio is a growth and income investment 
strategy. The strategy attempts to continuously improve the value of investment portfolios by investing in equities, ETFs, including leveraged ETFs, options, bonds 
(investment grade and sub-investment grade, [which may also have limited liquidity]) and other securities. Long term strategies purchase securities which are underpriced 
according to our appraisal methodologies. Broxton uses regression analysis to obtain an average appraisal value for an individual company and places a priority on the 
securities of companies with improving financial performance and or additional catalysts that provide for increases in earnings and valuation. We use financial modeling 
in order to create a projected trajectory for the company’s earnings, cash flows and future value. The strategy does not have any capitalization (market size), sector or 
industry allocation mandates. Broxton deploys technical analysis and momentum as indicators of movement for shorter term strategies, that may not involve deep 
fundamental analysis. Shorting (selling and then buying) of securities can be used as a long term or short-term strategy. We exit positions in accordance with our 
discipline, this includes when valuation targets are clearly exceeded or financial performance falls below our projections.  
Since the A1 returns are calculated using a composite of accounts, the average account will not match the composite return and the return could be higher or lower. 
Broxton manages the Alpha One Portfolio for other investment managers. The A1 returns which are advertised or submitted to various databases are calculated using 
the accounts in the composite that are managed internally. Broxton is required to execute any trades internally first and then for other advisors second. Some advisor 
platforms prohibit or do not trade certain security types and some positions may be omitted for other reasons. In the case of smaller companies, we may judge that 
there are not enough shares traded to create a position at any or all advisors. Short term strategies may not be able to be implemented. Shares may trade at a higher or 
lower between purchasing at Broxton or one platform before another. Broxton uses a rotation strategy and attempts to obtain the best execution for all advisors.    
Any commentary is solely the opinion of the Broxton Capital Advisors. It refers to securities we hold in our portfolio and sometimes ones we are considering but does 
not represent a complete list of positions held at Broxton Capital Advisors. A complete list covering the last twelve months will be furnished upon request. Price targets 
are mentioned for information purposes only. Nothing contained herein constitutes a recommendation to purchase or sell securities at any designated price or time. All 
performance figures are net of fees and reflective of dividend reinvestment. As always, past performance does not guarantee future results. Please see the Alpha One 
Strategy Quarterly Performance for additional information regarding performance. Any intra quarter performance presented may change with additional auditing. The 
index performance presented above do not include fees or dividends and is derived from the following ETFs: DIA, SPY, QQQ, HYG, IWM and VNQ. The treasury yields are 
derived from the CBOE 10 and 30-year interest rate index. Please visit our web site to obtain additional information and read form ADV 2A. 

www.broxtoncapital.com   310 208 2151 
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