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The market continues to reward stock investors in 2014, particularly those in more “value” 
areas of the market.  Our views haven’t changed materially since our last communications.   

Encouraging developments are taking shape in India, where some 800 million voters ousted the 
Congress party that has ruled for most of the past 67 years and gave a landslide victory to the 
Hindu-nationalist, pro-business Bharatiya Janata Party (BJP) and its leader, Narendra Modi.  It is 
the first time in three decades that a single party has captured a legislative majority in India.  

Investors have long been attracted to India’s potential only to be disappointed.  India has 1.2 
billion people and attractive demographics.  The median age of India’s population will stand at 
26.9 years in 2015, according to United Nations’ projections.  By comparison, China’s will be 36 
years and Western Europe’s 43.7 years.  While many economies, including China, will see net 
decreases to their workforce in the years and decades to come, India will see the opposite.  
Additionally, India is rich in arable land, natural resources, and human capital.   

What has held India back then, even as China and numerous other countries have surged in 
recent years?  The answer is probably government.  It could be argued India has the worst form 
of democracy, with a bloated and corrupt bureaucracy and a voter base that cares little outside 
of small ball and hyper-local issues.  The result: a country with a high percentage in abject 
poverty (even by Indian standards), poor infrastructure and poor rule of law.  India has been 
stuck as a country with “potential.”  

If Mr. Modi’s track record is any indication, India could see some significant changes on the 
margin, especially given India’s low base.  While expectations for the new government are 
maybe too high, even modest reforms, including reducing red-tape and corruption, would go a 
long way toward unleashing a new era of growth and increasing prosperity.   

While not a traditional investment idea for us, we think the wholesale change combined with 
India’s long under performance warrant a toe-hold into Indian equities as we learn more about 
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the situation.  Our current investment in India is through a large exchange traded fund (an 
index fund that trades like a stock).   

Notable Trades 

The following summarizes major trades in the second quarter.  (While these trades were made 
in most client accounts, please note that not all clients and portfolios participate in every trade 
idea due to clients’ circumstances, account size, or other factors.  Some portfolios are managed 
exclusively with exchange traded funds.)  

 Buys: 

 Paccar Inc. (Ticker: PCAR) 
Paccar is a maker of quality commercial trucks, including the large 16-ton-plus “Class 8” 
trucks of Peterbilt, Kenworth, and DAF.  We believe the company is a timely and quality 
proxy for increasing capital expenditures in the U.S. and abroad.  While Class 8 truck 
sales have been growing since the 2009 bottom, only this year will the number of new 
trucks reach 2004 levels.  Class 8 industry sales in the U.S. and Canada peaked in 2007 at 
over 320,000 vehicles.  220,000-240,000 are expected in 2014 along with 200,000-
230,000 trucks in Europe.  Paccar commands a 30% market share in North America and 
16% share in Europe.  Slow but positive economic growth, higher business confidence, 
and the current state of aged truck fleets and high utilization rates should drive higher 
demand for new trucks.  Among cyclicals, Paccar stands out, both for its reputation for 
premium products and its strong management.  The company has posted 75 
consecutive years of profit and paid dividends every year since 1941.  We estimate 
Paccar trades at 17 times 2004 earnings with a 6.5% (or higher) free cash flow yield and 
dividend yield of almost 3%.   
 
WisdomTree India Earnings Fund (Ticker: EPI) 
EPI is an exchange traded fund (ETF) that serves as a proxy to the Indian macro views 
described above.  With 189 stock holdings at present, the fund represents a broad cross-
section of the publicly traded Indian stock market.   
 
Fleetcor Technologies (Ticker: FLT) 
Last quarter we described our new purchase of Fleetcor, the leading payment processor 
for fleet operators.  We noted then: “We bought a partial position and will likely add 
more at lower prices.”  Not long afterward, Fleetcor’s price dipped, and we added to the 
position.   
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Horsehead Holding Corp. (Ticker: ZINC) 
We first bought Horsehead in October, 2013 and recently added to the position.  
Horsehead is not a typical candidate for us, but we nonetheless think the company has 
potential for large gains with capped downside.  Horsehead is a leading producer of zinc 
metal and zinc-oxide.  Zinc metal is primarily used to galvanize (rustproof) steel 
products.  (Metal roofs, chain link fences, and street lights are examples of galvanized 
metal.)  Zinc-oxide is a powder made from zinc that goes into a number of products, 
including tires, batteries, cosmetics, paints, and pharmaceuticals.  The past couple of 
years have not been kind to producers of commodities that, as a whole, over invested in 
capacity and inventory and got slammed by lower commodity prices and lower 
economic growth around the world.  Horsehead stock suffered along with other 
commodities producers, but we think Horsehead has two things going for it that are 
overlooked by most.  The first is that Horsehead is not a miner and so it has far lower 
capital needs and costs than a typical commodity producer.  In fact, Horsehead is a 
recycler:  100% of its zinc feed stock comes via its collection of electric arc furnace (EAF) 
dust, a regulated and toxic byproduct of modern steel mills.  Steel mills pay Horsehead 
to remove EAF dust.  This means Horsehead has a structural cost advantage versus zinc 
miners.  In commodities, low-cost production is what matters.  The second reason is a 
multi-year, bet-the-company project that was just completed in the second quarter: a 
$525 million new zinc metal plant in North Carolina that replaces an aged one with 85-
year old technology near Pittsburgh.  According to management, the new plant 
represents roughly 10% more zinc metal production (to 155,000 tons annually) and 
annual pre-tax savings going forward of $90 million—a big number for a company 
valued at around $925 million.  Low cost production means Horsehead should make 
money even with lower commodity prices; an increase in zinc prices would likely mean 
huge profit growth along with the stock price.  We believe the timing of this speculative 
bet is ideal:  with production now up at the new plant, we should see the story play out 
(or not) in near future.   
 
Sells: 
 
With stock allocation getting high along with the market, we decided to trim some 
exposure.   
 
Transocean Inc. (Ticker: RIG) 
Our investment didn’t work out for us, and we had been looking to exit the stock for 
some time.  While the stock was statistically cheap and with a high dividend, we realized 
the company comes with a higher level of risk.  Deep-ocean oil production is very 
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profitable for most, but many oil companies are trying to de-emphasize this source.   
Some have reasoned that the BP Horizon tragedy proves that while deep-ocean drilling 
is profitable, the exercise is somewhat akin to Russian roulette.  The costs of a major 
spill are varied and substantial.  Because of its size, BP survived, but most oil companies 
probably could not withstand similar losses.   
 
We also sold Home Depot (Ticker: HD) and IBM (Ticker: IBM) to trim overall stock 
exposure.  After some debate, we settled on these two names as being the least favorite 
of what’s become a large number of holdings in the portfolio.   
 
 

Thank you for your trust and confidence. 
 

*** 
 

Neil Rose, CFA 
Chief Investment Officer 

  
 
 
 
  
 
 
 

 

 

The information provided in this report should not be considered a recommendation to purchase or sell any 
particular security.  This information represents the views of the Adviser at the time of each report and is subject 
to change without notice.  There is no assurance that any securities discussed herein will remain in an account’s 
portfolio at the time you receive this report or that securities sold have not been repurchased.  Any securities 
discussed may or may not be included in all client portfolios due to individual needs or circumstances, account size, 
or other factors.     

It should not be assumed that any of the securities transactions or holdings discussed was or will prove to be 
profitable, or that the investment recommendations or decisions we make in the future will be profitable or will 
equal the investment performance of the securities discussed herein.   


