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The Free Lunch Portfolio strategy 
I continue looking into what others are doing to find good investment ideas. A good source is 

always the Free Lunch Portfolio by value investor Mohnish Pabrai. He publishes a portfolio 

that he creates by looking at what others do each year, therefore the name Free Lunch on his 

blog. 

 

http://www.chaiwithpabrai.com/blog/2020-free-lunch-portfolio
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Using algorithms, the Free Lunch Portfolio looks for 3 types of stocks: uber cannibals, 

spinoffs and companies owned by good fund managers that fall into the shameless cloning 

bucket.  

Uber cannibals are businesses that aggressively buyback their shares. In that way they lower 

the number of shares outstanding and increase the value for the remaining shareholders.  

Spinoffs are businesses that the parent company decided to spin off into a separate entity and 

give separate shares to shareholders. This is usually done because the business model is 

different with the subsidiary than with the parent company and therefore, more often than not, 

shareholders don’t know what to do with the new stock, not many analysts follow and one 

can really find under-priced bargains. 

Shameless cloning is simply looking what others have in their portfolio and buying it. 

Back testing showed that the Free Lunch Portfolio beats the S&P 500 by a large margin over 

the longer term.  

 

Source: Free Lunch Portfolio Forbes Article 

I figured, given the current situation in the market it would be interesting to research the 

individual components of the 2020 Free Lunch Portfolio and see whether there are some 

https://www.forbes.com/sites/janetnovack/2017/12/15/the-free-lunch-15-stock-portfolio/#740762796b38
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interesting individual opportunities even if the above performance has a lot to envy. This is 

the Free Lunch Portfolio for 2020: 

Uber Cannibals 

• Allison Transmission Holdings (ALSN) 

• Asbury Automotive Group (ABG) 

• Corning (GLW) 

• Quanta Services (PWR) 

• Sleep Number (SNBR) 

 Shameless Cloning  

• Alphabet (GOOGL), from Sequoia Fund 

• Berkshire Hathaway (BRK.B), from Markel Insurance 

• Chipotle Mexican Grill (CMG), from Pershing Square   

• Citigroup (C), from ValueAct Capital 

• Fiat Chrysler Automobiles (FCAU), from Pabrai Funds  

 Spinoffs  

• Athene Holding (ATH) 

• FirstService (FSV) 

• Hilton Grand Vacations (HGV) 

• RMR Group (RMR) 

• Vectrus (VEC) 

Free Lunch Portfolio individual holding analysis 
Let’s start with the analysis one by one. I will first categorize the stock using the Peter Lynch 

Stock Categorization tool - 6 Categories of Stocks by Peter Lynch. (the categorization is part 

of my summary of Lynch’s book One Up On Wall Street withing my free investing course – 

check it out). When the stock is categorized, I’ll take a look at fundamentals, the long-term 

sustainability of the business model and make a quick valuation. On those businesses that 

intrigue me from an investing perspective, I’ll make a full in-depth analysis.  

Allison Transmission Holdings (ALSN) 

Summary: 

• Free cash flow yield is 12.9%. Likely to change short term but attractive longer term. 

• Apart from the coming recession, the other cloud over the business is the EV threat. 

• The buybacks are likely to be cut, the debt is relatively high but the business will not 

go away that fast. 

Allison Transmission is the world’s largest manufacturer of fully automatic transmissions for 

medium- and heavy-duty commercial vehicles and is a leader in hybrid-propulsion systems 

for city buses. The company was owned by GM for a long time and The Carlyle acquired it in 

2007 for $5.6 billion. It went public in 2012. 

https://sven-carlin-research-platform.teachable.com/courses/stock-market-investing/lectures/14255235
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Source : ALST history 

The Free Lunch Portfolio defines it as an uber cannibal stock. A look at ALSN’s cash flow 

shows it spent $2.71 billion on buybacks over the last 6 years. It spent on average about $90 

million for dividends per year. The number of shares outstanding has declined from 188 

million in 2013 to the last reported, 123 million. 

 

https://www.allisontransmission.com/company/history-heritage
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ALSN Stock Analysis – Cash Flow – Source: Morningstar 

Such heavy spending is possible because the company has pretty good margins on its 

products.  

 

ALSN Stock Analysis – EBITDA Margin – Source: Allison Transmission IR 

Having good margins also means you have an advantage over other producers which 

indicates business quality – always a good thing to invest in. Good margins lead to high free 

cash flows and a high return on capital.  

https://www.morningstar.com/stocks/xnys/alsn/financials
http://ir.allisontransmission.com/static-files/7b1ba277-0f88-4971-8c3f-21776fe9ff82
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Allison Stock Analysis – Free cash flow – Source: Allison Transmission IR 

On the current market capitalization of $3.94 billion, average free cash flows of $509 million 

per year over the last 10 years indicate to a free cash return of 12.9%.  

I always like to look at the debt structure of a company and they have a significant amount of 

it, $2.5 billion. In case of deteriorating cash flows, the debt will become a bigger and bigger 

issue.  

http://ir.allisontransmission.com/static-files/7b1ba277-0f88-4971-8c3f-21776fe9ff82
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Allison Transmission Stock Analysis – Balance Sheet – Source:10K 

 

They still have two years to refinance the $1 billion loan, but the cost of it will depend on the 

business environment for the company. 

 

 

http://ir.allisontransmission.com/static-files/906c3539-705e-40dc-9cb2-7a74dbdf92e4
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We have now discussed the past for ALSN, and it looks really good. However, it is time to 

discuss the future because investing is about the future, unfortunately not about the past – that 

would make things easy. 

Allison Transmission stock analysis – outlook 

For me, categorizing a stock into the 6 categories discussed in Peter Lynch’s book One Up 

On Wall Street makes it much easier to know what to expect from a potential investment. 

https://sven-carlin-research-platform.teachable.com/courses/stock-market-investing/lectures/14255235
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I would categorize ALSN’s business as cyclical. Demand for its products depends on 

economic activity, interest rates and the general sentiment. 

ALSN’s market might be less cyclical than the Linehaul Class 8 market but it is still cyclical.  
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In 2009, the market fell 65% compared to the average of the previous 3 years and it took 6 

years to recover to the previous long-term average as it never reached the previous cyclical 

highs. 

 

The question is, will there be more market growth or is it a market destined for a slow, but 

long structural decline due to the EV danger.  
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ALSN’s market threat – Source: CNBC 

However, they have two growth opportunities out there. One is to expand globally as they are 

doing by opening factories in Hungary and India. 

The second growth opportunity comes from the hybrid business and new potential EV 

business. However, that is an area with high competition and they will likely not have the 

advantages they have in the traditional business thanks to their GM heritage. 

https://www.cnbc.com/2019/09/19/amazon-is-purchasing-100000-rivian-electric-vans.html
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Conclusion 

The conclusion is simple. ALSN is a cyclical stock and the best time, the lower risk and 

higher reward investment opportunity with such businesses, is when the fundamentals start to 

improve, not heading into a recession.  

Secondly, one must carefully watch the EV threat as it is fancy to buy an EV garbage truck. 

Maybe it is not feasible now, but going into the second part of this decade, there will be much 

more supply at lower prices where we don’t know how will ALSN fare in that environment.  

On a cash flow basis, the company is also still a bit expensive because we can expect it to see 

slow or even negative growth over the coming decade. On top of that the company has $2.5 

billion in debt that will become a burden at some point in time (it always does in a cyclical 

industry). 

Despite my cloudy outlook, I would say that if someone follows the company over the next 

decade, carefully assesses the technology, he or she might buy just before ALSN gets to a 

breakthrough. The positive situation might never materialize, but it might be worth to follow. 
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Asbury Automotive Group (ABG) 

Asbury Automotive Group, Inc. (NYSE: ABG), is one of the largest automotive retailers in 

the U.S., with 2018 revenues of approx. $6.9 billion. Built through a combination of organic 

growth and strategic acquisitions, Asbury now operates 88 dealerships, encompassing 107 

franchises for the sale and servicing of 31 different brands of American, European and Asian 

automobiles. Approximately 80% of sales are from import brands. 

The company is definitely cyclical, as selling cars is. The below chart shows the extreme 

cyclicality of the US automotive market. 

 

US Automotive sales - Source: Investor presentation 

The company is also an uber cannibal as it lowered then number of shares outstanding from 

33 million ten years ago to the current 19 million.  

https://asburyautomotivegroupinc.gcs-web.com/static-files/2cd5d77f-c541-4581-a445-44bee44fc7b6
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Asbury Stock Analysis – Fundamentals – Source: Morningstar 

Thanks to the heavy buyback activity the stock really exploded over the last 10 years.  

 

But, what is important and something I like, the buybacks weren’t made all the time, only 

when the stock was relatively cheap. A rare situation in today’s environment. Practically no 

buybacks have been done in 2019 as the stock was even above $100.  

https://financials.morningstar.com/ratios/r.html?t=0P000000JG&culture=en&platform=sal
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Cash flow from 2015 to 2019 – Source: Morningstar 

Asbury Automotive Stock Analysis – The business 

They have recently made an acquisition. It is in the luxury segment so sales will likely get 

hardly hit in 2020 even if they say luxury dramatically outperformed in 2009 and that is why 

they increased their brand mix to 50% luxury. I guess the rich get richer. 
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Source: Investor presentation 

They paid a billion in cash on a 10x EBITDA multiple. However, they terminated the 

transaction due to the current environment.  

 

https://asburyautomotivegroupinc.gcs-web.com/static-files/77fa1b43-be55-4a76-b078-6e5e49db0ca9
https://asburyautomotivegroupinc.gcs-web.com/static-files/f2bf3978-7279-41e1-a83e-d3b9ce95d3da
https://asburyautomotivegroupinc.gcs-web.com/static-files/f2bf3978-7279-41e1-a83e-d3b9ce95d3da
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However, parts and services account for most of the profits. 

 

Another cyclical buffer is the variable cost structure of 70%.  
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It is a user of technology.  
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The have a good capital allocation structure.  



Stock Market Research Platform   April 2020 

20 
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The key here will be the balance sheet. 
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They have $900 million on debt and $787 million of floor plan notes that are notes received 

against inventory. Given the operating cash flows of $349 million in 2019, there shouldn’t be 

such a big problem there. 

Valuation 

All in all, this company will likely make about $100 million per year from a conservative 

standpoint. They will also make acquisitions so they might grow.  

I don’t know about the dealership trends in the US which is definitely something to watch 

and follow before investing.  

I don’t think there will be buybacks in this environment so it isn’t really an uber cannibal at 

the moment. However, when the situation starts improving, it might be interesting to follow 

earnings.  

$100 million on the current market cap of around $1 billion is a 10% long-term return. Add a 

few percentages for growth and you get to a nice double-digit return.  
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A note here, the key for luxury car purchases is cheap money. Interest rates on automotive 

loans have been going up, predicting a recession as always.  

 

Source: FRED 

 

A big owner increased the position a bit lately.  

https://fred.stlouisfed.org/series/TERMCBAUTO48NS#0
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Corning (GLW) 

Corning Incorporated (GLW) is an American multinational technology company that 

operates in five segments: display technologies, optical communications, environmental 

technologies, specialty materials, and life sciences. Now, GLW is not just a glass company, it 

is about the touch screens you use, the optical cables, specialty materials and laboratory 

equipment (new FDA approved glass for pills – Valor glass) which makes it a very 

interesting play over time as it is exposed to many structural trends out there. (smartphones, 

TV, automotive screens, 5G etc.) 

 

Corning business – Source: IR 

Interesting facts; Sold 50% of Dow Corning in 2016 for $4.8 billion in cash and 50% stake in 

Hemlock Semiconductor. 

Issued a 60-year bond in 2019 with a coupon of 5.5%.  

Sources for future reference: 2019 Investor Day – 2020 day will be worth watching. 

Corning Stock Analysis 

The stock had some crazy movement in 2000 when it was connected to fiber sales as the 

internet was supposed to explode and does usually really bad in a recession. That is logical as 

construction and industry depends on the economy.  

https://www.corning.com/worldwide/en/about-us/company-profile/our-strategy.html
https://investor.corning.com/investor-relations/news-and-events/events-and-presentations/details/2019/Investor-Day-2019/default.aspx
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The stock is where it was 20 years ago but the fundamentals (revenue, returns to 

shareholders, share count) have all improved severely over the last few years. Could this be a 

gem that the market is overlooking due to its complexity and cyclicality? That is what we are 

going to find out. 

Let’s take a look at fundamentals.  

 

Revenues have been growing steadily – we are looking at 10% growth. Margins are high, 

35% gross margins give room for flexibility and indicate the product is strong. Earnings have 

been volatile but operating cash flows are always positive, going from $2 to $4 billion. The 

capital expenses are really high and take away most of the cash flows, but we have to see 
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where is that money going and what will be the return on capital on the high capex 

investments.  

The company has managed to half the number of shares outstanding over the last 10 years, 

remarkable. They have $7 billion of long-term debt and $7 billion of lease capital obligations. 

Payments for common stocks (buybacks) have been high while the stock was high. A good 

opportunistic perspective.  

 

 

They practically spend approximately $10 billion on buybacks over the last 10 years. That is 

a billion a year, add the dividend of 4% and you are at a return of 10% without calculating the 

possible growth in the future.  

Conference call reading notes (red is my comment, black is quote): 
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- After two years of strong growth, slower markets 

- “We met or exceeded all of the goals of our 2016 to 2019 Strategy and Capital 

Allocation Framework, including returning more than $12.5 billion to shareholders 

over four years through share repurchases and a 67% dividend per share increase, all 

while creating a better, stronger, more resilient company.” That is 75% of the market 

cap in 4 years – a return of almost 20%. 

- “From 2020 to 2023, we expect to deliver 6% to 8% compound annual sales growth 

and 12% to 15% compound annual EPS growth; expand operating margin and return 

on invested capital, invest between $10 billion and $12 billion with a focus on organic 

growth. And return $8 billion to $10 billion to shareholders through a combination of 

dividend increases and opportunistic share repurchases.” $8 billion return over 4 

years, that is $2 billion per year – thus a 12.5% return in a normal environment at 

current market capitalization of $16 billion. 

- It is a picks and shovels company – customers are Apple, Intel, Verizon etc. 

- SO GLASS – screens, double screen smart phone 

- FIBER – 5G exposure 

- Mobile Consumer Electronics – doubling sales 

- “Apple announced that it is awarding $250 million from its advanced manufacturing 

fund to Corning, building on the $200 million we received from Apple's fund in 2017. 

Both investments support Corning's state-of-the-art glass processes, equipment and 

materials integral to the delivery of next-generation consumer devices.” Customers 

make investments too, this creates high switching costs and a moat 

- “Automotive market, our goal is to double sales by 2023” This is possible, even if 

sales in 2020 and 2021 will likely be slow – even if double by 2025 is good, when the 

EV data trend in automotive really takes hold.  

- Life sciences “We exceeded $1 billion in sales in our Life Sciences segment as 

adoption of our industry-leading bioprocess and advanced cell culture products 

continues, driving our organic growth rate 7%.” 

All in all, this looks like a very interesting company, 8% of sales go for R&D, which is the 

highest lever amongst competitors. Something good should come out of that long-term.  

This is a business that will go on my watch list. This means that I’ll learn it in depth, 

understand it and maybe buy it when the time is right. 

Quanta Services (NYSE: PWR) 
Quanta Services (PWR) is an American corporation that provides infrastructure services for 

electric power, pipeline, industrial and communications industries. Capabilities include the 

planning, design, installation, program management, maintenance and repair of most types of 

network infrastructure. In short, PWR builds utility infrastructure.  They are mostly in the 

electric distribution and transmission business with significant exposure to gas. 
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Quanta Services Business – Source: Investor Relations 

The utilities have high capital investment programs forecasts and thus there should be a lot of 

work ahead for PWR. 

 

Quanta Services Business – Source: Investor Relations 

They are guiding for free cash flows of above $400 million, that would lead to a double digit 

free cash flow yield at current prices. 

Quanta services stock analysis 

The stock price has been volatile over the years.  

https://investors.quantaservices.com/
https://investors.quantaservices.com/
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They are committed to reward shareholders through buybacks and dividends.  

 

Quanta Services Business – Source: Investor Relations 

Quanta Services stocks analysis – fundamental analysis 

https://investors.quantaservices.com/
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Despite the stock being volatile, revenues have been growing, margins look relatively stable, 

earnings have almost quadrupled over the last 10 years, the number of shares is down 33%, 

book value is up and cash flows are positive. Thus, all looks good. 

 

Quanta Services Stock Fundamentals – Source: Morningstar 

Furhter, the company has increased earnigns by 27% CAGR over the past years.  

 

Quanta Services Business – Source: Investor Relations 

Despite the remarkable performance, the stock didn’t move much over the past decade. But, 

the stock was down almost 50% during the bear market of 2020 (if we can already call it that 

way). 

https://financials.morningstar.com/ratios/r.html?t=0P000004JC&culture=en&platform=sal
https://investors.quantaservices.com/
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The fact that the stock moved that fast, at a higher beta than the market, could mean it is 

riskier. The reason behind the increased risk are the customers. If there is less economic 

activity, all the infrastructure builders will lower their capital expenditures and PWR might 

see lower activity. So, it is a typical cycle stock.  

 

Quanta Services Customers – Source: Investor Relations 

Despite the fact that they have taken on some debt to do acquisitions, it is unlikely they will 

be at any kind of risk for shareholders as the total debt is $1.2 billion on equity of $4 billion.  

https://investors.quantaservices.com/


Stock Market Research Platform   April 2020 

32 

 

 

PWR stock equity and debt - Source: Investor Relations 

From 2015 to 2019 they have bought back half of the current market capitalization. On a 

smaller number of shares outstanding, if they do it again, the results should continue to be 

staggering.  

Another one to go to the watch list.  

Sleep Number (SNBR) 
This stock has been a 263 bagger from December 2008 to a few months ago, very interesting.  

https://investors.quantaservices.com/


Stock Market Research Platform   April 2020 

33 

 

 

The company has achieved a nice growth over the last 10 years, margins are pretty stable, 

earnings have grown and they have managed to almost half the number of shares outstanding.  

They are doing that buy using all the available cash possible and also by increasing debt.  

 

Source: Morningstar 

https://www.morningstar.com/stocks/xnas/snbr/financials
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So, when you have negative book value, any kind of economic issue creates a lot of trouble, 

like it has been the case in 2002 and 2009. The equity is negative $159 million but they keep 

lowering the number of shares outstanding that is now at 27 million.  

So, with them buybacks are good at any price and they are using all the available cash to do 

buybacks.  

 

This is too risky for me to look deeper into..!!!...!!!...!!!...!!! 

Alphabet (GOOG) 
Google is the top position of the Sequoia Fund, a legendary fund set up by Bill Ruane, a 

student of Benjamin Graham. The strategy is pretty simple. First, you have to focus on the 

long-term. 

 

Source: Sequoia 

It is impossible to predict what will happen in a year, but if you focus on the long-term, you 

can have an edge over the market that focuses on the short term. Having a long-term view 

allows you to have a business perspective and be rewarded by the power of compounding and 

earnings growth.  

https://www.ruanecunniff.com/Philosophy
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The short-term picture is always uncertain, when you find a good business, you stick to it.  

 

To know what are the best businesses to invest in, the only option is to do research, as much 

as possible and apply a long-term perspective.  
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That will give you a focus portfolio where there is no diworsification by adding positions that 

don’t increase the value.  

 

The attitude has led to the following performance over the last 5 decades. So, it is worth to 

take a look at their top position.  
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The top position of this long-term business owning fund is Google. So, as part of the Free 

Lunch portfolio analysis we’ll take a look.  

 

Before going forward with the analysis of Google, it is important to note that the fund has 

beaten the S&P 500 benchmark by only 244 basis points per year, or 2.4% percentage points. 

The small yearly difference has resulted in a 296% difference over 50 years, or almost $3 

million on an initial investment of $10,000. So, the 2% increase in yearly returns that can be 

maintained over the very long term is what matters, not the crises, recessions, earnings, news 

or tweets. 
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Source: Sequoia Performance 

Now, back to Google. 

Google stock from a Peter Lynch perspective 

When looking at Google stock, an investor that just read Peter Lynch’s book One Up On 

Wall Street would ask: 

1. What is the safety of the investment, main risks? 

2. What is the yield? 

3. What is the growth rate? 

4. What is the investing outcome I can expect over the long-term? 

We are going to answer the above by looking at Google by categorizing the stock according 

to Peter Lynch’s stock categorization. Google would definitely be a fast grower given its 

yearly revenue growth of 19.5% over the last 5 years. 

 

Peter Lynch’s 6 stock categories – Source: One Up On Wall Street 

https://www.sequoiafund.com/performance
https://amzn.to/2Z9Wnf
https://amzn.to/2Z9Wnf
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For each stock category, Peter Lynch has summarized his expectations and the following are 

for a fast growing company: 

▪ If growth slows down the market doesn’t like it 

▪ If finances become an issue Chapter 11 (bankruptcy is probable)  

▪ Look for good balance sheets making substantial profits 

▪ Figure out when they’ll stop growing and how much to pay for growth.  

▪ At some point they will stop growing and turn into something else – that is the 

only guarantee. Check how much more room for growth there is. 

▪ 20 to 25 percent is the best growth – 50 percent is for hot industries and you 

know what that means (hot industries attract many competitors) 

▪ Proven, profitable expansion in more than one city or country 

▪ PE ratio should be below the growth rate 

▪ Check whether growth is expanding or slowing down. 

▪ Look for those that few institutions own and that few have heard of. 

 

Let’s see how do the above apply to Google and whether it is a positive or negative: 

- If growth slows down the market doesn’t like it 

Probably the biggest risk for Google, on a price to earnings ratio of 27, any change in the 

growth rate would impact the valuation too. NEGATIVE 

- If finances become an issue Chapter 11 (bankruptcy is probable) 

With no long-term debt and $31 billion in free cash flows in 2019, this is not an issue for 

Google. POSITIVE 

- Look for good balance sheets making substantial profits 

Google ticks this one perfectly, the balance sheet is strong with just $4 billion in long-term 

debt, return on capital employed has constantly been around the mid teen level and the 

business has high gross margins of 55%. There are many growth stocks, but few have a great 

business powering the growth. POSITIVE 

- Figure out when they’ll stop growing and how much to pay for growth.  

How much should we pay for Google when the growth slows down?  

This is why I am not investing in Google. If the growth rate continues to be 15% per year 

over the next 10 years, earnings will hit $172, with a valuation of 30, what the market 

currently applies for the growth rate, the stock price would be $5,188. That would give you a 

return of 15% per year in line with the growth.  
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But, what if the growth slows down to 10% after year 5? And then to 4% after year 10?  

 

The stock price in 2029 would be $1,661, for a return of 2.3% per year.  

You could argue that the cumulative earnings over the next 10 years of $908 would add value 

and have to be accounted for, but for the sake of this exercise let’s exclude that. If you wish 

to include them, you can account them as a dividend each year. This leads us to the next 

question: 

- At some point they will stop growing and turn into something else – that is the 

only guarantee. Check how much more room for growth there is. 

What if in 5 years somebody offers the same what Google or Facebook are offering but 

without ads at all. First 10 years free and then with a monthly subscription price of $5. 

Perhaps they can even integrate your FB or Google account with theirs – it is your data after 

all. I have no idea what will happen, so it is a growth stock risk reward situation, if the 

growth stops the situation turns ugly. And, the growth can stop at any time given the nature 

of the tech environment.  

- 20 to 25 percent is the best growth – 50 percent is for hot industries and you 

know what that means (hot industries attract many competitors) 

Google is definitely not a hot industry anymore, a mature search engine with a moat. 

- Proven, profitable expansion in more than one city or country 

It is already global. 

- PE ratio should be below the growth rate 

PE ratio is double the growth rate, thus a risky play even for Lynch who loved fast growers. 

- Check whether growth is expanding or slowing down. 

Growth is slowing down. 

- Look for those that few institutions own and that few have heard of. 

It is in the top of the S&P 500, too late for that! 
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Apart from the fact that it has a good balance sheet, a good growth rate, a moat, it doesn’t 

meet many of Lynch’s fast grower criteria. Thus, at current levels, after the market has been 

in love with tech stocks for a long-time now, I would look elsewhere for such companies.  

 

 

 

 

 

 

Too late now for value, I couldn’t figure out the issues in 2018.  
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Chipotle Mexican Grill (CMG), from Pershing Square   

 

Citigroup (C), from ValueAct Capital 
I remember looking at Citi in 2008, how it was at 50 and then it went down while paying a 

good dividend. I didn’t buy, didn’t understand and will stick to that. No banks for me, makes 

my life easier, no matter the possible lost gains.  

Fiat Chrysler Automobiles (FCAU), from Pabrai Funds  
Ok, this one is interesting, FCAU and also the parent company from Italy! Let’s go! 

FCAU is a cyclical. This means the numbers will look great when it is the time to sell and 

very bad when it is the time to buy.  

The stock price over the last 5 years perfectly explains the cycle.  
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Also, the peak was reached in 2018 and then there was a slowly decline anticipating bad new 

that eventually came. Now, the trick is to time the upturn in the best way possible.  

As the bad numbers were just for the last quarter, the numbers still look good, but will look 

much less good by the end of this year. The dividend decision has also been postponed as the 

shareholder meeting.  

 

Source: Morningstar 

https://www.morningstar.com/stocks/xnys/fcau/quote
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The thing with automotive cyclicals is that small changes in the top line, have huge impacts 

on the bottom line due to the tight margins.  

 

The average operating margin over the last 10 years is about 3% - on 100 billion in revenues, 

that is 3 billion per year. If the revenues drop, profits quickly turn negative.  

Now, if the average earnings can be 3 billion and the market capitalization is 16 billion, then 

we are talking about a PE ratio of 5. However, if they lose 5 billion a quarter in a situation 

like the current one, you know it might take ages to get the money back.  

This is a buy when people still think things are bad while things are still improving. To be 

looked again in a few quarters.  

Same with Exor, they say book value is higher, but that is just stock market value – not real 

earnings or better to say dividends. 

I don’t see this as an investment      , especially not a long-term one. Merging with Peugeot on 

top of everything. Too risky for the reward at this moment in time, maybe later. 

Athene Holding (ATH) 
It is a life insurer playing on interest rates spreads – thus a gambling insurer, not for me. 95% 

of portfolio in fixed income! Even if it looks like they can be protected, but, not going into 

the insuring industry analysis. Sorry, one has to stick to his circle of competence and 

insurance and banking is not something I am willing to go into.  

FirstService (Nasdaq – FSV, TSX - FSV) 
FSV is a facility management company that spun off from Colliers International in 2015. 

Since then, the stock has been nothing but growing. 
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The reason why it has been going nothing but up is the growth the company is creating and 

the future possible growth because the company is the largest player currently consolidating a 

very segmented market.  
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Source: FSV investor presentation 

What do they do? They are the picks an shovels of the real estate industry and all the REITs 

out there. 

https://www.firstservice.com/pdf/FSV_Investor_Presentation.pdf
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They are the leader in the market and consolidating fast through acquisitions.  

 

In 2019, FSV acquired Global Restoration Holdings, LLC (“Global Restoration” or the 

“Company”), the second largest commercial and large loss property restoration firm in North 

America. They paid approximately $505 million for them which is one time revenue. Their 

current market cap is double their revenue so we could say expensive from a market 

perspective, or trading at a premium for the growth opportunities and scale. 

Their idea is to grow and consolidate the industry. 

https://www.globenewswire.com/news-release/2019/05/23/1841426/0/en/FirstService-to-Acquire-Global-Restoration-Holdings.html
https://www.globenewswire.com/news-release/2019/06/21/1872523/0/en/FirstService-Completes-Acquisition-of-Global-Restoration-Holdings.html#:~:text=TORONTO%2C%20June%2021%2C%202019%20(,commercial%20and%20large%20loss%20property
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Through acquisitions and organic growth. 
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For now, the growth strategy is working well: 
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And adjusted earnings and dividends are growing fast. 
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However, the expansion doesn’t come for free. Their equity to assets has gone from 27% in 

2015 to 21% in 2020. 

 

Source: Financial highlights 

Just the goodwill expanded from $335 million in 2018 to $644 million in 2019. Intangible 

assets also doubled. They practically doubled the balance sheet from $1 billion to $2 billion 

and doubled the equity to keep a similar ratio. 

https://www.firstservice.com/investors/financial_highlights.html
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The jump in equity comes from issuing shares $191 million and just partly, $45 million, from 

earnings.  
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So, they are using their expensive stock price to fund acquisitions, pay bonuses to previous 

owners (Settlement of long-term incentive arrangement $251,503) and grow.  

Nothing bad with that, it is a business model that works great when there is free money and 

you can leverage as much as you wish for. So, their cash flows from operations are around 

$100 million, $40 million is the necessary capex so they make $60 million in cash per year. 

The rest of their activity comes from issuing shares and an increase of long-term debt of $400 

million that they used to acquire other businesses for $579 million in 2019.  
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The rate they are paying on their long-term debt is 4.85%. 
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So, this is a spread game through consolidation. If it works, the growth will continue for as 

long as they can consolidate and scale. 

It is a very interesting business model – if they can sustain it, the returns on investment will 

be in line with the growth rate.  

The biggest risk I see is if the sector becomes too competitive and companies like First 

Service compete hardly for business. Is there a moat? Are there barriers to entry? Not really 

but… 

I think this will be a good long-term investment if things remain as those are for longer. But, 

that is too big of a risk for me and not a game I would like to play. So, this is not something 

I’ll follow, even if it looks like a great business in a very interesting and safe market with lots 

of scaling opportunity to grow. I simply know that some of such leveraged plays go bust here 

and there.  

 

Morningstar has the data, and I see free cash flows are not going far despite the growth.  

 

The dividend is growing, but there is a long-road to make it significant.  
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All in all a very interesting business, but a bit risky for me at current levels.  

Hilton Grand Vacations (HGV) – Putting lipstick on a pig 
Hilton Grand Vacations Inc. (NYSE:HGV) is recognized as a leading global timeshare 

company. 

Hm, timeshare is something not usually liked and with a negative connotation. But, if you put 

the Hilton brand on it, it might become interesting. However, 35% of EBITDA comes from 

transactions of current customers and 15% of new. 

 

This tells me 35% of customers are not that happy and the business model can survive only if 

it keep finding new customers.  

 

Growth is not stellar, they are doing buybacks, and they have the cash to survive for two 

years during this crisis.  
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In any case, the market cap is $2 billion, the cash flow $100 million at best, which is 5% on 

slow growth. Not something for me, plus, if there come lawsuits on timeshare etc. auch. Can 

get ugly.  

 

RMR Group (RMR) 
Let’s start with the stock price here. It has been very volatile since the spinoff. This might be 

interesting if the fundamentals are stable, you never know what the market is focusing on.  

 

It is a holding company, where the subsidiary manages other REITs where the business 

management revenues come from annual fees based on 50 bps multiplied by the lower of the 

historical cost of real estate or total market capitalization. 
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When the following happens to on of their largest clients, you know revenues will fall.  
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Or the other too 
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As the stock prices of those REITs decline, so does the management fee go down.  

 

So, this is an investment in the market price of the REIT – this is a derivative investment, not 

something I am looking for. Also, I am not looking into REITs, I took a look last year and not 

much was interesting in the sector for me. 

Vectrus (VEC) 
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This company depends on government spending on defense where the business depends on 

whether you made the best bit. Given the company didn’t grow, doesn’t pay a dividend and 

does no buybacks, not for me.  

 


