
 

 

 

YTD as of 9/30/2019 
Alpha 
Portfolio 

 
+6.71% 

 
MARKETS 

DOW JONES +15.42% 
S&P 500 +18.75% 
NASDAQ 100 +22.40% 
REIT INDEX +25.10% 
SMALL CAP +13.02% 
HIGH YIELD +  7.48% 
  

 
BOND YIELDS 

10 YR TREAS 1.68% 
YTD CHANGE    -1.01% 
30 YR TREAS 2.12% 
YTD CHANGE -.90% 

 
SINCE INCEPTION 

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

 
BROXTON PERFORMANCE 
 

 
 
 
 

 
So far, for the third quarter, Broxton portfolio holdings which have reported earnings have 
reported earnings increases averaging +13%. S&P 500 reporting companies are reporting 

earnings down an average of -3.7%. 
 

The portfolio was down around -1.63% in September due partly to a pullback in one of our bigger 
positions, Harmony Gold. Harmony is set to report its best quarter in quite a few years, which we 
cover below. Qudian or QD also experienced a pull back after reporting the highest net income 
quarter in its history. We still consider both shares to be well below their actual values. The Market 
continued to show lower pullbacks on China trade war news indicating that this was becoming less 
of a concern. Focus shifted to the reduction in interest rates expected from the Federal Reserve. In 
general, the indexes moved off higher lows and gained strength. However, as we pointed out last 
month the index earnings continued to slide. The S&P 500 earnings retraced -1% in the second 
quarter. Earnings are expected to decline by about -3.7% for the third quarter. This is being driven 
mainly by oil and gas companies, but not including these companies we would see about a -2% 
reduction for 3rd quarter. In the second quarter the Broxton equities portfolio saw average earnings 
increases of +13% vs. -1% for the S&P 500 index. As of October 30, the four portfolio holdings that 
reported for the third quarter, reported earnings (as adjusted) up an average of +13%; as follows: 
Citibank +13.8%, Ford +15%, AT&T +5% and American Airlines +20%. We expect the portfolio 
average to improve as QD and HMY report earnings.  
 

FactSet: “Earnings Growth: For Q3 2019, the blended earnings decline for the S&P 500 is -3.7%. If 

-3.7% is the actual decline for the quarter, it will mark the first time the index has reported three 
straight quarters of year-over-year earnings declines since Q4 2015 through Q2 2016.” 
(above Santa Monica Pier) 

 
CBS/Viacom (VIAB): After being panned by a few of the analysts the shares slid to below 5X the 
2020 earnings expectation. The deal will create $500 million in synergies and a further $150 million 
+ in international distribution synergies. 
 
Harmony Gold: (HMY): HMY will publish 1st quarter results around November 18th. We expect 
strong earnings growth with production profit rising in the 50% area.  
 
American Airline: (AAL): On the recent conference call one analysts asked if 2020 earnings would 
be closer to $4 billion due to the return of the 737 800 and the lack of some of the 2019 labor 
problems. This would be great but based on current fuel prices we would expect 2020 to be around 
$3 billion in earnings or $6.50-7 per share. The company pointed out the free cash flow estimate of 
$5.5 billion through 2021 vs. the airline’s market value of $12 billion. This is a 22% cash flow yield. 
Most of the stocks in the S&P 500 have 5-10% cash flow yield forecasted. 

O C T O B E R  2 0 1 9  
                                                                       

 

https://www.broxtoncapital.com/performance
https://www.broxtoncapital.com/performance
https://www.factset.com/hubfs/Resources%20Section/Research%20Desk/Earnings%20Insight/EarningsInsight_102519.pdf
https://www.broxtoncapital.com/


 

Remember the Frackers?  
 
They may seem like old neighbors, but we are referring to oil & Gas companies who “frack”. The same ones who were blamed for 
earthquakes, environmental damage and sometimes sink fires. Fracking is a slang term for hydraulic fracturing, which is the process 
of creating fractures in rocks and rock formations by injecting specialized fluid into 
cracks to force them to open further. This makes the oil and gas flow out. WSJ: ““For 
years, the [Frackers] behind the U.S. oil and gas boom had promised shareholders 
[huge profits]. Some have even said they would generate returns on investment of 
30%. But most shale drillers haven’t made much, if any, money at those prices. From 
2012 to 2017, the 30 biggest shale producers lost more than $50 billion.” 
 
Well…… Investors are finally realizing that companies that frack never make money 

and are endanger of going bankrupt and are 
going bankrupt. The frackers claimed that 
improvements in fracking technology would 
lower prices until the companies were massively profitable! However now we see that the 
Frackers are losing many many more billions, which doesn’t seem to stop (normal companies 
stop activities that lose money). The stock chart of fracker Gulfport energy is shown to the 
left. The shares have fallen 93% from their high. Some Gulfport bonds have also fallen into 
the 60 cents on the dollar area. The bonds of other frackers have also plunged. Extraction Oil 
and Gas recently fell below 30 cents on the dollar, with California Resources bonds falling to 
15 cents.  
 
How did this happen exactly? Fracking technology did become more efficient but was not 
enough to offset the decline in oil prices. Also, a large portion of the accounting expenses 
were capitalized. This means that the costs were taken out of the current costs and added to 
the long-term assets, causing the companies to appear profitable on paper, when in fact they 

were not. So, investors kept up their hopes. There is a possibility for oil or gas prices to go up. However due to something called 
economics we need more companies to fail in order to reduce supply, which in turn would raise the price. We may be saying goodbye 
to many of the Frackers. This isn’t a desirable outcome but as an added benefit we could experience less earthquakes and kitchen 
sink fires! 

 

 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. 
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