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Our stock portfolio had been powering along until mid-summer, with market beating numbers 

overall, but we did not keep the pace into the end of the year. Although some of our stocks kept 

going up, others pulled us back, and on average, our relative performance was below the major 

market indexes. 

  

In order to succeed as an investment manager, we must look at numbers as they are, not as we 

wish they were. Every time a selected investment performs well, we go back to our investment 

thesis to see what we got right, trying to separate luck from skill. Perhaps more vital, albeit 

painful at times, is a review of losers, what we got wrong, what mistake we made, what part bad 

luck played. A brutally honest appraisal of what went right, what went wrong, and why, enables 

us to improve our process.  

  

Four big winners contributing to our year were Akorn (+47%, sold), Liberty Ventures (+47%), 

Apple (+46%) and CommerceHub (+37%). Although I would love to go into the details, I will 

not elaborate here, because nobody complains about what went right. 

  

I will now go into more a detailed review of three investments that held us back. I do this in full 

knowledge that human nature means that you may want to sell those underperformers. “Selling 

low” is sometimes warranted, but it’s not a well-known formula for success. I endeavor to make 

the case why these laggards are tomorrow’s winners. 

  

One way to illustrate our second half of 2017 is to take a look at one of our most favored 

industries, the cable broadband/TV oligopolies. I am very bullish on the cable broadband 

business in general. Cable companies are attractive because it’s the best way to get broadband 

internet service, which is still growing fast around the world. And that’s even before the 

forthcoming IoT boom (the Internet-of-Things) where more and more things get connected to the 

internet, things like refrigerators, cars, lights, climate control systems, security alarms, etc. The 

IoT tsunami is coming much faster than we think. 

 

Therefore, we have important positions with ownership into Charter Communications, the 

second largest cable broadband provider in the U.S. after Comcast. Charter had been doing very 
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well in 2017, up 35% from January 1 to late summer 2017. By comparison, the overall stock 

market (S&P 500 index) was up 10% at the time. As I said above, we were powering along. 

 

And then, due to short-term investor appreciation changes, the stock has gradually reduced its 

ascent, whereby late in November it was up 13%, which was still pretty good in absolute terms. 

Yet the S&P 500 was up 18% by then. At year-end, Charter ended up costing our equity 

portfolios about 5% in differential performance. 

  

This is important because Charter’s present business and future prospects are bright, even though 

its stock performance was less than the market overall. Cable broadband is the best way to access 

internet services, no matter what form they take. In fact, even though we are glued to our 

smartphones, most of the data usage done on cell phones is through a home or business Wi-Fi 

network, best delivered through cable broadband. On a risk versus reward basis, owning cable 

broadband businesses is a good place to be for the foreseeable future. 

  

To give you an idea of valuation, just this past November, we learnt that T-Mobile Austria is 

buying the UPC Austria cable business for 11x EBITDA (a rough measure of annual cash flow). 

In other words, at the agreed upon price its total enterprise value (market capitalization + net 

debt) was around 11 times their EBITDA. In comparison, Charter had an enterprise value 

multiple to EBITDA of about 9.2x. Which means that the market undervalued Charter’s 

enterprise value by roughly 20%. In addition, Charter’s cash flow is growing faster than most 

cable companies. Charter’s business is great, and it’s expected that its stock price should resume 

its growth trajectory. 

  

DISH Network is the 2nd leading satellite TV provider after DirecTV (bought by AT&T in 2015 

for $65 billion or $3,250 per subscriber). There are two parts to DISH, the satellite TV business 

which is a cash flow machine with 13+ million subscribers, and the vast quantity of spectrum 

(airwaves for cellular/wireless communications) licenses owned. DISH bought the spectrum 

assets over many years to position itself for the enormous projected growth of video watched on 

smartphones, as well as the IoT tsunami I discussed earlier. Just like Charter, DISH shares were 

trading solidly on pace with the S&P 500, often pulling ahead, until early August 2017. Then 

market participants changed their expectations of how DISH would either sell or build out its 

spectrum assets, and the stock starting pulling back. 

  

Note that nothing has changed in the underlying business. Investors waiting for DISH to 

announce a deal just started to run out of patience. DISH ended the year down 17%. 

  

Yes, DISH shares contributed negative performance in 2017, but in this case, it would be a big 

mistake to discard DISH away as a mere loser. I will explain briefly why. DISH has an enterprise 

value (Market Cap + Debt) of under $40 billion. It has spent $21 billion to accumulate the 

spectrum assets over many years, which analysts now estimate are worth $39 to $51 billion. So, 

if (when) DISH makes a deal to partner or to sell the spectrum assets, that value alone would 

cover the whole enterprise value, leaving the satellite TV business in our hands, for free. AT&T 

paid $3,250 per subscriber in 2015, meaning DISH and its 13 million subscribers would be worth 

$42 billion. But the world has changed in 3 years, so let’s put that price aside as probably too 

high. Looked at in another conservative way, DISH’s satellite TV business is forecasted to 
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generate $1.5 billion in free cash flow in 2018, and using a range of valuation for that remaining 

business, the whole DISH company (spectrum + satellite TV) would be worth about $80 per 

share, or 67% more than its year-end 2017 price. This is value investing, when the price of the 

stock is far below the intrinsic value. The margin of safety here is very wide. 

  

Another illustration of our second half of 2017 is to take a look at one of our favorite businesses, 

a cable broadband/TV provider in Latin America and the Caribbean often called “LiLA”. The 

LiLA stock holdings, which we bought substantially around $21 in April/May 2017, had been 

going up gradually, trading above $26 in July-August (up 24% during that period). 

 

And then several hurricanes hit the Caribbean region, particularly Puerto Rico which represents 

about 10% of their business. On September 6, LiLA closed at $25.50 (+21% from our cost in 

May). Therefore, before Irma hit on September 7 and then Maria on September 20, this would 

have been considered an excellent investment in the making in anybody’s book. 

  

After Hurricane Irma hit the electric grid and other infrastructure in Puerto Rico, the LiLA stock 

went down, closing at $20.80 by November 30. It should be noted that their businesses in Chile, 

Panama, and other countries are doing very well. Going forward, LiLA is investing in 

rebuilding/strengthening their infrastructure in PR, and consequently markets should regain a 

better appreciation for the whole company as business there normalizes. LiLA shares closed at 

$20.15 at year-end 2017, and are now trading around $22.45. LiLA’s progress reports and other 

actions should turn it into a long-term winner for our portfolio.  

 

***** 

 

I recently participated in a Value Investing conference where my peers congregate to give their 

respective perspective on investment conditions. Value investing has had a rough going versus 

growth in recent years. 

  

The stock market averages are heavily weighted with large cap growth companies, the big 

businesses that sell at high prices relative to their earnings (high P/E ratios), whose stock 

performances have entered a momentum phase. Many investors chase yesterday’s winners 

without much consideration for valuation. One way to visualize this is by how the Pure Growth 

stocks have done (+37.73%) compared to the Pure Value stocks (+3.96%), representing an 

abnormally large differential. The Russell 1000 Pure Growth index has 155-member stocks like 

Tesla, Boeing, Amazon, Home Depot, Google, Illumina, Akorn, Facebook, Netflix, Tenet 

Healthcare. The Russell 1000 Pure Value index has 197-member stocks like AIG, Caterpillar, 

EchoStar, Anadarko Petroleum, Frontier Communication, Xerox, Liberty Broadband, JPMorgan 

Chase, Marathon Oil. We are doing better than the average Pure Value stocks, though not as well 

as we would have expected in a good year. 

  

The last 80 years of U.S. markets have shown that stocks selling at low prices relative to their 

intrinsic value do better over time than stocks with high PE ratios. History also shows there are 

multiple-year periods when growth beats value, and the last 3 years or so have been one of these 

cycles. History also shows that value tends to regain the lost ground to growth in the next multi-

year cycle, and then some. Hence the better long-term numbers. We only know about history in 
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retrospect, so what the next cycle holds for us is anybody’s guess. But I am very comfortable 

with market leading, profitable businesses like Charter and DISH, whose prices far 

underestimate their intrinsic value, rather than going chasing after a company whose price 

already reflects a fantastic (yet uncertain) future potential.  

  

We are now in a momentum market, where sexy stocks like Amazon and Netflix are up 24% or 

more this January alone. These are two great business selling at very high prices already, so it’s 

not like investors suddenly discovered some obscure underpriced gems. When momentum 

dominates the market for too long, like it did in 1997-2000 before the internet bubble crash, 

value investors are left in the dust. Only for value stocks to rebound strongly like in 2002-2007, 

beating out growth stocks by a wide margin. The last 3 years have been tough for value-oriented 

strategies, yet this cycle, like others in the past, will change into our favor. 

  

In the meantime, companies like Charter whose underlying businesses keep progressing, 

unperturbed by stock price variations, are a safer bet than shooting for the stars. 

  

***** 

 

That’s a good representation of how value investors like us have been doing in this environment. 

As an update, so far in January we are gaining some of our mojo back, though not all of it yet, 

while always keeping an eye on the underlying business, on intrinsic value. I am firmly 

optimistic that our portfolio is well positioned to deliver on our collective expectations. 

 

 
Karim Armand 

President 

January 31, 2018 
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    DISCLAIMERS AND OTHER LEGAL INFORMATION 
 

This letter ("Letter"), and any information and research contained herein, do not represent recommendations of investment advice to buy or sell 
securities or any financial instrument nor are they intended as an endorsement of any security or investment.  This Letter is for informational 

purposes only and any information contained in this Letter represents the writer’s or provider's own investment opinions, and should not be 

construed as personalized investment or tax advice.  Nothing herein is an offer of any service that is not legal for offer into any particular 
jurisdiction with Colbert Investment Management Co. (together with all principals, affiliates, employees, and associated persons thereof collectively 

being referred to herein as "CIM") current licensure (if any).   

 

LEGAL AND OTHER INFORMATION.  Any information, data, statements, opinions, or projections made in this Letter may contain certain 

forward looking statements, projections and information that are based on the beliefs of CIM as well as assumptions made by, and information 

currently available to, CIM.  Such statements in this Letter reflect the view of CIM with respect to future events and are subject to certain risks, 
uncertainties and assumptions (including, but not limited to, changes in general economic and business conditions, interest rate and securities market 

fluctuations, competition from within and without the investment industry, new products and services in the investment industry, changes in customer 

profiles, and changes in laws and regulations applicable to CIM.  Should one or more of these or other risks or uncertainties materialize, or should 

underlying assumptions prove incorrect, actual results may vary materially from those described in this Letter.  Furthermore, although carefully 

verified, data is not guaranteed as to accuracy or completeness.  The statements, opinions, and/or data expressed in this Letter are subject to change 

without notice based on market and other conditions.  Descriptions of CIM's process and strategies are based on general practice and CIM may make 
exceptions in specific cases.  This Letter is based on information available as of the time it was written, provided, or communicated and CIM disclaims 

any duty to update this Letter and any content, research or information contained therein.  Accordingly, CIM does not make any representation as to the 

timeliness of any information in this Letter.  As a result of all of the foregoing, inter alia, CIM can not be held responsible for trades executed by the 
recipients or viewers of this Letter based on the statements, projections, research, or any other information of any other kind included therein.  

Investments in securities are speculative and involve a high degree of risk; you should be aware that you could lose all or a substantial amount of 

your investment if you attempt to apply any of the information in this Letter.  
 

The information contained herein is confidential and may not be reproduced or circulated in whole or in part.   

 

*DISCLAIMERS AND INFORMATION RELATED TO ALL PERFORMANCE DATA. PAST PERFORMANCE IS NOT NECESSARILY 

INDICATIVE OF FUTURE RESULTS AND FUTURE ACCURACY AND PROFITABLE RESULTS CANNOT BE GUARANTEED. 
PERFORMANCE FIGURES ARE PRE-TAX AVERAGES OF INDIVIDUAL YEAR'S RESULTS. ALL PERFORMANCE IS NOT NECESSARILY 

BASED ON THE SAME TYPES OF GAINS. THE AMOUNTS MANAGED MAY DIVERGE FROM THE AMOUNTS UNDER MANAGEMENT 

THAT FORMED THE BASIS FOR HISTORICAL PERFORMANCE. ALL PERFORMANCE ASSUMES THE REINVESTMENT OF EARNINGS.  
THE U.S. DOLLAR IS THE CURRENCY USED TO EXPRESS PERFORMANCE. ACTUAL INVESTMENT ADVISORY FEES INCURRED BY 

CLIENTS MAY VARY. INVESTMENT ADVISORY FEES ARE DESCRIBED IN CIM'S FORM ADV PART II. UNLESS OTHERWISE 

SPECIFIED, ANY PERFORMANCE IN THIS LETTER IS NOT AUDITED AND IS NOT INTENDED TO COMPLY WITH AIMR-PPS™ OR 
GIPS GUIDELINES. NO REPRESENTATION IS BEING MADE THAT FOLLOWING THIS LETTER AND/OR ANY INFORMATION 

CONTAINED HEREIN WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN OR DESCRIBED IN THIS 

LETTER. ANY INVESTMENT RETURN AND PRINCIPAL WILL FLUCTUATE WITH MARKET CONDITIONS, AND YOU MAY HAVE A 
GAIN OR LOSS ON YOUR INVESTMENTS. ACCORDINGLY, INDIVIDUAL RETURNS, FOR ANY GIVEN ACCOUNT OR YEAR, MAY 

VARY FROM ANY OF THE RELEVANT RETURNS SHOWN HEREIN.  

 
ANY PERFORMANCE COMPARISON TO THE PERFORMANCE OF INDICES IN THIS LETTER MAY NOT BE A MEANINGFUL 

COMPARISON.  INDICES CITED IN THIS LETTER ARE GENERALLY NOT AVAILABLE FOR DIRECT INVESTMENT AND ARE NOT 

SUBJECT TO FEES.  ANY PERFORMANCE REFERENCED IN THIS LETTER IS NOT NECESSARILY BASED ON THE SAME TYPES OF 
SECURITIES CONTAINED IN ANY INDEX SHOWN OR REFERENCED IN THIS LETTER, NOR IS ANY SUCH INDEX REPRESENTATIVE 

OF ANY PERFORMANCE PRESENTED IN THIS LETTER.  HEDGE FUNDS MAY USE SHORT POSITIONS, DERIVATIVES, AND 

LEVERAGE, UNLIKE SOME OF THE COMPONENTS OF SOME OF THE INDICES.  ANY INDICES SHOWN IN THIS LETTER ARE ONLY 
TO REFLECT COMPARATIVE PERFORMANCE OF FAMILIAR OR OTHER INVESTMENT STYLES. NO REPRESENTATION IS BEING 

MADE THAT ANY STOCKS, PORTFOLIO, INDICES, FINANCIAL INSTRUMENT, INVESTMENT OR FUND (INCLUDING THE FUND) 

WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN OR DESCRIBED IN THIS LETTER. ACTUAL 
PERFORMANCE WILL VARY BASED ON MANY FACTORS, INCLUDING, BUT NOT LIMITED TO, INVESTMENT STRATEGIES, TAXES, 

MARKET CONDITIONS, AND APPLICABLE ADVISORY AND OTHER FEES AND EXPENSES. 

 
**PERFORMANCE INFORMATION AND DISCLAIMERS RELATED TO THE CIM CORE EQUITY COMPOSITE.  CIM MANAGES 

FIXED INCOME, BALANCED AND EQUITY PORTFOLIOS, BUT ONLY RELEASES DATA HERE ON THE EQUITY PORTION OF 

CLIENTS’ ASSETS.  SIGNIFICANT DISPERSION MAY OCCUR BETWEEN THE PERFORMANCE, HOLDINGS, RATIOS AND 
PERCENTAGES SET FORTH ABOVE AMONG THE ACTUAL INDIVIDUAL CLIENT ACCOUNTS MANAGED BY CIM.  THIS DISPERSION 

MAY BE DUE TO DIFFERENCES IN ACCOUNT SIZE, CASH FLOW, THE TIMING AND TERMS OF EXECUTION OF TRADES, 

INDIVIDUAL CLIENT NEEDS, ECONOMIC OR MARKET CONDITIONS AND OTHER FACTORS. PERFORMANCE FOR CIM CORE 
EQUITY COMPOSITE IS NET OF FEES AND EXPENSES. PERFORMANCE IS BASED ON ALL CLIENT EQUITY ACCOUNTS MANAGED 

BY CIM IN A SUBSTANTIALLY SIMILAR MANNER. 
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