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Alternative Value Strategy              Q1 2017 Update 
 

April 11, 2017 

George K. Livadas 

Portfolio Manager 

 

 

Dear Fellow Investor, 

 

I am pleased to provide the Q1 2017 update for Alternative Value Strategy (“AVS”) investors. The general topics 

are similar to previous letters: updates on portfolio positioning and holdings in light of market conditions, as well as 

an update on performance. I will spend (significantly) less time discussing market conditions – and a bit more on 

portfolio strategy and investment philosophy. 

 

 
Market Conditions 
 

Equity markets continued their positive momentum into 2017. The ETFs that we track for the Russell 2000, S&P 

Midcap 400, and S&P 500 indices returned 2%, 4%, and 6%, respectively for the quarter. Advances occurred largely 

in January and February, with mixed results in March. Despite our conservative positioning (generally < 50% net 

long), the AVS accounts kept pace with the broader indices during the quarter, returning 6%1. 

 

In my view, not much has changed with regards to broader market conditions during the quarter. Rates ended 

roughly where they began, despite a 25 bps hike from the Fed – and signs of more to come. Equity markets still 

appear “expensive.” On average, forward earnings and EBITDA valuation multiples for the indices noted above 

expanded 3% during the quarter. Recall from the Q4 letter that index valuations were already trading at a ~20% 

premium to 15-year averages at year-end. Echoing this sentiment, Gotham Capital’s Joel Greenblatt recently noted 

in a talk at Google that the market is currently trading in the 17th percentile in terms of valuation (i.e. it’s rarely been 

more expensive than it is today. To digress: I would highly recommend watching Greenblatt’s one-hour talk, which 

is available here). 

 

On the political front, I remain skeptical that significant pro-growth policy changes are imminent (I’d be happy to be 

wrong). Significant corporate tax reform – seemingly entangled with the messiness of ACA repeal/replace efforts, as 

well as the too-clever-by-half concept of a border-adjustment-tax – seems less likely by the day. The only real dog 

we have in the political fight is desiring more immediate policy certainty around healthcare. The Advisory Board 

(ABCO) remains one of our largest positions. And, while the outcome matters little for ABCO’s fundamental value, 

I believe the stock would benefit from policy clarity. 

 
 
Portfolio Strategy & Goals  
 

Going forward, I plan to provide brief commentary on a rotating topic involving portfolio strategy and investment 

philosophy. This quarter, I’d like to discuss performance benchmarking – and how my thinking has (already) started 

to evolve. 

 

Given the composition and concentration of the portfolio, I find myself increasingly discounting the value of 

benchmarking our returns vs. broad market indices (especially on a monthly/quarterly basis). Instead, focusing on 

generating strong absolute returns over the long-term seems like the better approach. The reason: when 

seeking abnormally high (yes, relative to broader markets) returns, owning a differentiated portfolio is a necessity. 

With just 14 positions concentrated in five industries, our portfolio looks nothing like the indices (as an illustration, 

see Exhibit 1 below). I believe this is a very good thing. But, it means we will often be out-of-sync with performance 

of the broader indices – particularly on a short-term basis.  

 

                                                           
1The amount shown is net of management fees billed during the current quarter, but excludes the impact of potential 
performance fees, which are calculated and billed annually. 

https://www.youtube.com/watch?v=bZfPJCAVQg0
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Exhibit 1: Portfolio, S&P 500 Industry Exposure 

 

Sector 
AVS 

Weight 
S&P 500 
Weight Difference 

Industrials     22%    10%   12%   

Financials 14 18 (4) 

Consumer Non-Cyclicals 13 23 (10) 

Technology 10 14 (4) 

Consumer Cyclicals 5 9 (4) 

Basic Materials -- 2 (2) 

Communications -- 14 (14) 

Energy -- 7 (7) 

Utilities -- 3 (3) 

Cash 51 -- 51 

    
 

Source: Interactive Brokers, Upslope Capital 
Note: as of March 31, 2017. Excludes MDY (S&P MidCap 400 ETF) hedge 

 

The obvious question you might ask is: “why are we so underweight the Communications (or pick any of the others) 

industry and overweight Industrials?” The reason: our strategy is primarily based on a bottoms-up approach. I don’t 

look at or care much about what’s in the S&P 500 or other indexes. I simply look for what I believe to be attractive, 

durable businesses whose stocks exhibit good risk/reward profiles. The only other influence on portfolio 

composition is my view of the current macro environment. And this is only a factor in the sense that, for example, 

the return hurdle might be higher for a business facing current or expected near-term cyclical challenges. Aside from 

that, the composition of the portfolio is guided almost entirely by a bottoms-up approach. 

 

Despite my comments above, I appreciate the fact that your alternatives, as an investor in AVS, are largely index 

and other alternative funds. So, I will continue to publish index/benchmark numbers for comparison in the coming 

quarters. But, please don’t be surprised if and when I drop the quarterly comparison! 

 

 

 

 

 

 

 

[Intentionally Blank]  
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Portfolio Positioning 

The portfolio remains conservatively positioned, with net long exposure of 54% (vs. 25-75% typical range). Current 

gross positioning is 84% – towards the bottom of our normal range. Overall portfolio positioning is guided by my 

success (or lack thereof) in identifying actionable, attractive investment opportunities – as opposed to a broader 

market view. 

 
Exhibit 2: Current2 Portfolio Exposure 

 

 
 

Source: Interactive Brokers, Upslope Capital 
 

Portfolio Update  

During the quarter, we further consolidated the portfolio among our best ideas (while sticking to our position 

concentration limits). We added a handful of new positions and exited an even greater number. To date, portfolio 

turnover (which I am admittedly continuing to focus on reducing) has been guided by two themes: (1) focus and 

concentrate the portfolio further on best ideas – remove as much “noise” as possible, and (2) focus on businesses 

that we can own for the long-run, as opposed to shorter-term trading ideas. To that end, the major changes during the 

quarter included: 

 

• OTC Markets Group (OTCM) is a new long position micro-cap / special situation. This $245mm market 

cap business trades “over-the-counter” (“OTC” – meaning, it is not listed on a national stock exchange). 

OTCM operates a trading venue focused on micro-cap and overseas-listed equities. For many smaller 

businesses, the overall cost of completing an IPO and listing on a national exchange (e.g. NYSE or 

NASDAQ) can be significant. In addition to listing fees, companies must take on major regulatory burdens. 

OTCM offers smaller companies a cost-effective alternative for accessing the capital markets. The 

company maintains > 95% market share in the U.S. OTC equities market and earns revenues from listing 

fees/services, market data, and trading volumes. Since 2009, OTCM has grown sales and free cash 

flow/share at a 12% and 21% CAGR, respectively. The CEO and other insiders own 41% of the company.    

 

• Natural Grocers by Vitamin Cottage (NGVC) is an organic grocer and another micro-cap / special 

situation. With a market cap of $225mm, NGVC is headquartered in nearby Lakewood, CO. Its 130+ stores 

are found largely in CO, TX, AZ, and surrounding states. The founding family (second-generation) still 

manages the company and owns 39% of the stock. After an incredibly challenging 2.5 years for the 

business (the stock plunged from the mid-$40s to around $10 where it trades today), key macro and 

competitive headwinds are showing signs of a turn in the company’s favor. Record-breaking deflation 

experienced by traditional grocers seems to be easing. The tidal wave of capital invested in the organic 

                                                           
2 As at April 5, 2017. 
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grocer space in recent years is showing signs of a slowdown (two examples: Whole Foods is stepping on 

the brakes with store expansion plans and Sprouts appears likely to be consolidated by a competitor). These 

events, combined with what I think is NGVC’s extremely attractive valuation (18% yield on maintenance-

only free cash flow), give the appearance of a very attractive risk/reward. 

 

• Interactive Brokers (IBKR) – exited long position. While I was hesitant to close this position so quickly 

(we added it early in the quarter), I did so for two reasons: (1) management commentary during the quarter 

that implied a much slower-than-expected process for winding down the company’s market-maker, and (2) 

to make room for an investment in a business (OTCM) that operates in generally the same industry. 

 

• Other Notable Changes: We exited BLD (hit price target), CAKE (hit price target), PSGLQ (planned 

exit following disappointing auction process), POOL (cut losses), and XLP (hedge repositioning). 

Additionally, as noted in the Q4 letter, we initiated positions in CHKP (long) and BEN (short) shortly after 

the new year. 

 

 
Exhibit 3: Top Holdings and Portfolio Concentration3 

 

 
 

Source: Interactive Brokers, Upslope Capital 
Note: numbers shown are % of total capital; graphics proportional to 
Long/Short exposure 

 

 

 

 

 

[Intentionally Blank]  

                                                           
3 As at April 5, 2017. 
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Performance Update 

Please note that all reported performance numbers are unaudited, shown for a representative client account 

invested at the inception of the strategy on August 29, 2016, and are net of all applicable fees and expenses billed 

during the period . Returns shown are gross of potential performance fees, which are calculated and billed at year-

end. Performance by individual account may vary due to timing differences involving deposits/withdrawals and 

other administrative reasons. Please refer to your individual statements produced by Interactive Brokers for 

account-specific details. 

 

Performance for the Alternative Value Strategy during Q1 2017 was +615 bps4. The largest contributors to and 

detractors from performance are provided below. Gross contribution to overall portfolio return is noted in 

parentheses, along with identifiers for whether a position was (L)ong or (S)hort. 

 

 
Exhibit 4: Top Contributors to Quarterly Performance 
 

Positive Contributors Negative Contributors 

Advisory Board Co (L, +365 bps) Pool Corp (S, -68 bps) 

MarketAxess (L, +144 bps) XLP/Cons. Staples ETF (S, -65 bps) 

NEX Group* (L, +139 bps) Del Taco (L, -23 bps) 

Total Contribution from Longs Total Contribution from Shorts 

+831 bps -182 bps 

Source: Interactive Brokers, Upslope Capital 
Note: amounts may not tie with aggregate performance numbers due to 
rounding and the exclusion of the impact from foreign currency cash positions 
(SEK, GBP) 
* Includes contribution from TP ICAP (+4 bps) 

 

 

Exhibit 5: Q1 2017 Performance5 vs. Selected Benchmarks 

 

 
Source: Interactive Brokers, Bloomberg 
Note: based on total return 

 

                                                           
4 The amount shown is net of management fees billed during the current quarter, but excludes the impact of potential 
performance fees, which are calculated and billed annually. 
5 The amount shown is net of management fees billed during the current quarter, but excludes the impact of potential 
performance fees, which are calculated and billed annually. 
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Closing Thoughts 

As we head into the Q1 earnings season, I remain enthusiastic about the prospects for our unique and concentrated 

portfolio. I continue to be grateful for your trust and the opportunity to manage a portion of your hard-earned 

money.  

 

Please do not hesitate to contact me with any questions at all regarding the portfolio, your account, or any other 

matters.  

 

Best Regards, 

 

George K. Livadas 
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IMPORTANT DISCLOSURES 
 
This document was originally prepared by the portfolio manager while managing the strategy under his previous 
employer. “Alternative Value Strategy” was the name used internally to refer to the strategy and the accounts managed 
under it. It has been edited from its original form, primarily to remove branding (and related references) for the prior 
investment management firm. The content has not been materially changed. 
 
Upslope Capital Management, LLC is a Colorado registered investment adviser. Information presented is for discussion and 
educational purposes only and does not intend to make an offer or solicitation for the sale or purchase of any specific securities, 
investments, or investment strategies. Investments involve risk and, unless otherwise stated, are not guaranteed. Be sure to first 
consult with a qualified financial adviser and/or tax professional before implementing any strategy discussed herein. Past 
performance is not indicative of future performance. 
 
While Upslope believes all information herein is from reliable sources, no representation or warranty can be made with respect to 
its completeness. Any projections, market outlooks, or estimates in this presentation are forward-looking statements and are based 
upon internal analysis and certain assumptions, which reflect the views of Upslope and should not be construed to be indicative of 
actual events that will occur. As such, the information may change in the future should any of the economic or market conditions 
Upslope used to base its assumptions change.  
 
The description of investment strategies in this presentation is intended to be a summary and should not be considered an 
exhaustive and complete description of the potential investment strategies used by Upslope discussed herein. Varied investment 
strategies may be added or subtracted from Upslope in accordance with related Investment Advisory Contracts by Upslope in its 
sole and absolute discretion. 
 
Any specific security or investment examples in this presentation are meant to serve as examples of Upslope’s investment process 
only and may or may not be trades that Upslope has executed or will execute. There is no assurance that Upslope Capital will 
make any investments with the same or similar characteristics as any investments presented. The investments are presented for 
discussion purposes only and are not a reliable indicator of the performance or investment profile of any composite or client 
account. The reader should not assume that any investments identified were or will be profitable or that any investment 
recommendations or investment decisions we make in the future will be profitable. Any index or benchmark comparisons herein 
are provided for informational purposes only and should not be used as the basis for making an investment decision. There are 
significant differences between Upslope’s strategy and benchmarks referenced, including, but not limited to, risk profile, liquidity, 
volatility and asset composition. You should not rely on this presentation as the basis upon which to make an investment decision. 
 
There can be no assurance that investment objectives will be achieved. Clients must be prepared to bear the risk of a loss of their 
investment. Any performance shown for the relevant time periods is based upon a composite of actual trading in accounts managed 
by Upslope under a similar strategy. Except where otherwise noted, performance is shown net of billed management and incentive 
fees (where applicable), as well as all trading costs charged by the custodian. Performance of client portfolios may differ materially 
due to differences in fee structures, the timing related to additional client deposits or withdrawals and the actual deployment and 
investment of a client portfolio, the length of time various positions are held, the client’s objectives and restrictions, and fees and 
expenses incurred by any specific individual portfolio. Dividends and other cash distributions are not automatically or directly 
reinvested in securities held by Upslope clients. 
 
Benchmarks: Upslope’s performance results shown are compared to the performance of the HFRX Equity Hedge Index, as well 
as exchange-traded funds that track the S&P 500, S&P Midcap 400, and Russell 2000 indexes (tickers: SPY, MDY, IWM, 
respectively). The HFRX Equity Hedge Index is typically not available for direct investment. Benchmark results do not reflect trading 
fees and expenses. 
 
The HFRX Equity Hedge Index was chosen for comparison as it is generally well recognized as an indicator or representation of 
the performance of equity-focused hedge fund products. The other benchmarks noted above (SPY, MDY, IWM) and used by 
Upslope have not been selected to represent an appropriate benchmark to compare an investor’s performance, but rather are 
disclosed to allow for comparison of the investor’s performance to that of certain well-known and widely recognized, investable 
indexes. Results for these benchmarks do not reflect trading fees and expenses.  
 
PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS.  
 
These materials may not be disseminated without the prior written consent of Upslope Capital Management, LLC. 


