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Fellow Investors:
I can confidently surmise the year 2018 will most surely go down in the books as a year of eventfulness for us all.
Fortunately, as you will see in the table below, we straddled the whipsawing markets presented to us quite effectively. “Buxton
Helmsley” is the average return (net of fees received by Buxton Helmsley) across all revenue-generating client accounts, excluding
401(k) accounts.
% Return, 1st Jan to 31st Dec, 2018
+14.31%
-4.39%
-11.02%
-0.11%

Buxton Helmsley (net of fees)
S&P 500
Russell 2000
Vanguard Total Bond Market ETF (BND)

In 2018, our largest equity profits were primarily comprised of our very successful investment in Fossil (NYSE: FOSL) and
Mallinckrodt (NYSE: MNK), then boosted by our many other holdings. Fossil was a type of opportunity that I would typically
welcome – a company that was mismanaged to the point of unprofitability, then selling at a major discount to liquidation value,
where we were able to accumulate shares at just over $8 (some less, some more), then sell for as much at $17 less than a year later
(most shares were divested on February 13, 2018, when the stock popped over 80% overnight). Mallinckrodt, on the other hand,
was a very atypical investment for us to engage. Pharmaceuticals, by nature of how new innovation will (in a hurry, too) dwarf other
thriving drug producers and leave their investors broke, leave me uninterested for obvious reasons. As most know, this is the
reason we also avoid technology equities. The profits may be great in the short-term, but you never know the point at which the
tide has shifted against you (to another competitor gaining market share) until you are caught with your pants down, just like
Blackberry and countless other once-great technology companies. Mallinckrodt, however, was selling at far too great of a discount
to ignore, proven by our sale of shares at ~$29 that we had purchased just three months earlier at slightly over $15. Those shares
were priced at a ~2x price-to-earnings ratio and one-fourth of the shareholder’s equity on the balance sheet of the company at the
time of our purchase, largely in part due to political pressures on the pharmaceutical industry (and opioid producers, in particular).
While the shares had precipitously dropped in price, we didn’t see any real systemic pressures on the actual financial results of the
company, and the assets were (unlike most pharmaceutical companies) not padded with absurd amounts of intangible assets (like
goodwill and intellectual property) to the point that such a discount to shareholder’s equity would be questionable as to its
realisticness and cushion in a (more forceful) liquidation setting. While we would love to experience such profits again like we did
with Mallinckrodt (near 100% in just three months was unexpected, to say the least), it was a unique type of opportunity that I
don’t see coming along again any time soon. Those are the opportunities that we are consistently keeping an eye out for, but they
don’t come along often in an equity market with valuations as lofty as they are in most cases. Opportunities must be very, very right
for us to even be interested, let alone act on them.
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It is my belief that most clients will find their returns to be more than satisfactory. The most important takeaway from our 2018
return is it being derived from a conservative asset allocation. Holdings consisted of being long merely about 50% equities
throughout the year, the other roughly 50% being allocated to short-term bonds and cash. This highlights that increased risk
(although intangible and impossibly defined) is not a requirement to achieve an above-average return. From October to
December (as the S&P 500 and NASDAQ composite dropped nearly 20%), that ratio naturally shifted more toward equities
somewhat as we were able to accumulate certain investments at a more attractive price than before.
Taxable accounts with access to all possible investment products (unfortunately, not possible with retirement accounts) resulted
in the highest gains overall, in most cases, due to our ability to most effectively hedge risk using a variant strategy of “covered call
options”, which is seen to be a retirement-type strategy to produce extra income (and therefore reduce risk) from stocks our
clients own. This highlights the critical importance that clients follow the advice of the firm, especially in the area of
allocating new capital and securities to the proper account types. Instead of hedging directly against the stocks we own, we
instead hedged against market indices/averages, like the S&P 500. With this strategy, if the market does not do exceedingly well
over the course of a year, we will pocket a sum of money, thereby offsetting our risk. If the market does amazingly well, we may
forego some profits, but we did the responsible thing and reduced risk where we should. This goes back to not getting greedy.
We hedge against market indices like the S&P 500 instead of directly against the stocks we own because most of our stocks have
historically performed (and we expect to perform in the future) better than those indices, so there is less risk that we would forfeit
profits (in the case of high returns in the broad equity market). In the instance of our Atwood Oceanic position being acquired in
2016, I learned the hard way of the downside to the directly covered call strategy (the strategy we used to use), when we lost out on
an immense amount of profit because our profits were thereby limited to a certain dollar amount per share due to the terms of the
covered calls we had sold to our option holders. We still made a large profit in most cases, so I was not complaining, but would I
have known indirectly hedging against indices would have prevented this issue, we would surely be a bit richer. By hedging against
market indices, it is also much more advantageous from the standpoint of taxation, as it eliminates the possibility of adversely
affecting the holding periods for the stocks we own (in the case of one of our option holders exercising their right to purchase the
underlying equity during the term of the option). It also gives us the opportunity to delay profits on those hedges into future tax
years or, if advantageous, advance paper losses on those hedges prematurely to thereby reduce our tax burden.
It is important to note the understanding that not all investors should use the S&P 500 as a benchmark for their accounts. Assets
are generally benchmarked against the benchmark that is comprised of most similar investments. For instance, investments in
United States equities with a large market capitalization (commonly referred to as a “large-cap” equity) would naturally most likely
be benchmarked to the S&P 500. A “small-cap” equity within the United States market would more commonly be benchmarked
against an index comprised of similar securities like the Russell 2000. That said, an investor who turned a significant portion of
their liquid net worth to cash during a period of high volatility merely out of fear-induced panic should not benchmark their return
to short-term interest rates to simply feel good about and validate their actions. By proof of our return, there were most certainly
areas of the capital markets around the world that performed better than cash in 2018 and to ignore a more sensible benchmark
would be sheer ignorance.
Maintaining our conservative mindset was crucial to our success, instead of increasing our appetite for risk when euphoria was
sending United States equities to never seen before ratios when comparing the United States total equity market capitalization to
GNP. This ratio is commonly referred to as “the Buffett indicator”, being legendary investor Warren Buffett has previously hailed
it to be one of the most reliable sources of determining the relative expensiveness of the stock market. While many investors will
rely on price-to-earnings ratios or similar, earnings ratios can be deceiving at times during cycles of economic contraction and
expansion by nature of the math and abnormal earnings phenomenon. I am not saying that price-to-earnings ratios should not be
referenced, but simply saying they should not be judged at face value and generally require some work to ascertain their level of
possible skew from normality.
In 2018, we had many different issues which antagonized the volatility we faced, between trade wars (primarily between and
affecting the United States and China), vastly rising interest rates within the United States, declining liquidity in certain (especially,
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debt) markets, and the United States government shutdown, although that is obviously still an ongoing issue as of the date my pen
is to this paper.
While many are speculating as to the issues 2019 will bring us (which I have no doubt will be many), our long-term, value-oriented
strategy minimizes the impact of those short-term events that may occur. While we are actively watching all current issues
developing around the world, the reaction to short-term events in the way of panic hasn’t worked out in one’s favor historically,
and we are not interested in testing the odds of that changing.
While traders, speculators and short-sighted investors will be impacted by short-term developments, I am confident that longterm investors with a mindset like ours will come out ahead. In short, if interest rates are further adjusted by the United States
Federal Reserve, the market will be impacted, of course. Equities may drop in the short-term if such an interest rate adjustment
were to occur, but the long-term benefit of being able to further accumulate equities at lower prices is a fantastic thing and we are
not interested in attempting to dance in and out of stocks – it is too inefficient. It is utmost important that our clients retain this
same long-sighted approach with us. It is puzzling to me when investors view stock prices falling as a bad thing, while they would
view the price of their groceries falling as a good thing – it leaves more money in your pocket after purchasing. The value is the
same of what you are buying before, but the price you are paying (much different than the “value”) is less. We have seen multiple
world wars, the great depression, recessions, black Mondays, black Tuesdays (you can name another day if you would like, but I will
refrain), and it’s important to keep in mind the return of the market since then. A $10,000 investment in the S&P 500 at even
the peak of the market in 1929 would leave you with over $1.1 million today, even after losing nearly 80% of your initial
investment within the first year or so. Those declines, although relatively large in the short-term, are miniscule in the longterm. Keep the long-term in view and, if you feel like you might forget, do yourself a favor and save this so you may read it again, if
you should need to.
In 2019, the energy sector remains to be one of the broadest sources of opportunity due to the glut in commodity prices. That
said, the distress incurred by that industry has left much of the opportunity to be bound with balance sheets entailing a stability far
too questionable for our participation. As most know, we currently have a stake in Ensco (NYSE: ESV), one of the top offshore
drilling contractors globally, which is almost surely the cheapest equity within our portfolio. The key with an investment
opportunity like the current energy sector is to select an opportunity with a solid balance sheet to weather the storm of market
clearings (like a glut in commodity prices causes). While energy prices may take some time to rebound (there is no such thing as a
useful prediction as to when – any would be pure speculation), historical rebounds have been quite sharp on many occasions.
With energy prices being at unsustainable levels for entire supply chains to remain profitable, it is simply another market cycle that
will prove handsomely profitable in time for those that can simply remain patient.
Many ask what our strategy is going into 2019, and I will tell you it is quite simple – the same thing we did in 2018. We will view
fluctuations as opportunity, rebalance our securities objectively rather than through emotion, stay conservative, and will refrain
from getting greedy. I would say that strategy has served us very well and, while many managers like to claim a more detailed
strategy should change year-to-year to justify their existence, I don’t believe the effectiveness of ours will ever fall out of fashion and
I do not see the rationale for overcomplicating it. I always say that finance is filled with some of the most book-smart people in the
world (and I am not afraid to say many of them are leaps and bounds “smarter” than myself), but it isn’t book smarts that allows you
to make good decisions or deliver outperformance like we did in 2018. Fortunately, I don’t need to be book-smart in my position,
as those people are always easy to find and consult, if I should feel it advantageous to. Good decisions are primarily the result of
common sense, ability to censor emotion, and make decisions with the perfect combination of swiftness and intelligence, which is
what many investors (and people as a whole) lack the ability to do. And without those abilities/traits, you can be the smartest
person in the world with the highest IQ and test scores, but you are doomed to fail in the position of allocating capital.
In a market like now, it is certainly much harder to find opportunity than in the depths of 2008-2009 when Lehman was declaring
bankruptcy, but that is just a natural part of “the game”. Investors must have much more discipline and refrain from allocating
capital to an investment merely because they do not like to see cash laying around. It thoroughly pained me to see roughly half of
our holdings in cash and bonds, but it was the most sensible thing to do and I would say it served us well. Clients have pointed out

Page 3 of 4

how few securities we added to portfolios in 2018, however, those are the securities that produced the most major profits for us
over the course of the year. You don’t need many winners to perform well above average. It is truly quality over quantity. Without
that discipline, you are – again – doomed to fail.
One last order of business: Considering the many advantages it would bring for both clients and the firm (when it comes to
taxes, ability to reduce fees due to scale, and otherwise), I do want to mention that the firm is in the process of establishing a private
investment partnership/fund. Likely by the end of 2019, this will be the only way to invest with the firm, due to it – again – being in
the best interest of both you, our clients, and the firm. Although an official offering is not yet being made, earlier notes of informal
expressed interest in the partnership/fund will obviously be given preferential treatment when it comes to the acceptance of
investment into the fund. If participation is of interest, please reach out to myself or e-mail IR@BuxtonHelmsley.com.
The new year is upon us and I look forward to what it brings us. The best is yet to come – I firmly believe it. I thank you all for your
continued belief in myself and the firm. If you should have questions surrounding anything mentioned within this letter or
otherwise, please do reach out.
Most Sincerely,

Alexander E. Parker
Founder and Senior Managing Director
The Buxton Helmsley Group, Inc.
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