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Getting Silly Now 
 
"but I will say that I would be willing to bet a serious amount of money that there were not 873,000 jobs 
created in the month of September, and I would expect that number to be revised away prospectively. 
 
~Bill Fleckenstein commenting on the latest unemployment report and the odd way it’s calculated.  
 
“In a social democracy with a fiat currency, all roads lead to inflation'" 
 
Theme from Bill Fleckenstein’s site 
 
I would like to cover a few points in this letter: 
 

1. Europe, markets, trends, positioning 
2. Featured holding analysis – Yahoo! 
3. Fee statements required to be mailed (emailed) now 

4. A new member of the team & Upcoming events 
 
Getting Frothy? 
 

The charts sure look nice: 
 

S&P 500 Chart YTD through 10/7/12 
 
 
 
 
 

 
 
 
 
 
 
 

 

 
 

*Source: Yahoo Finance  

 
Looks like clear sailing from here. Only problems are Europe, falling profit expectations, inflation, reported 
slowdowns at FedEx and the railroads etc. Interestingly, also, just saw a report that commercial short 
positions (commercial traders shorting the market) were at multiyear highs – not a positive.  
 
On the other hand, we have central bankers pledging to do whatever it takes to blast the markets 
economy higher. They better bring the big guns because we are seeing global slowdown all over the place. 
The exciting parts seem to be the frontier markets of Myanmar and certain African countries. However, 
western countries no longer have sound money. And other problems such as Europe’s and Japan’s 
demographic mess – e.g. the largest diaper manufacturer in Japan for the first time this year, has made 
more adult diapers than children’s diapers, bloated debt at the federal and municipal level in the US, 
rioting in Spain and unrest in the Middle East make the world an “exciting” place to invest right now. 

 
We could get to a point where central bankers embarrass themselves by how much they try to stimulate. 
If this happens, expect Asian currencies to dominate, real assets to continue to increase in value, and 
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even stocks rise. If they can not print enough to offset global debt burdens, we may see the US dollar 
strengthen for a while. How this all plays out will be very “exciting” either way. In dollar terms, I have 
little doubt the Fed will achieve what it wants but the price might be huge. It has me leaning toward cheap 
assets especially ones with good cash flow. It encouraged me to pick up Altria, the boring cigarette maker 
with the nice dividend for the clients who didn’t already own it (for a trade perhaps).  
 
There are very few truly CHEAP assets to buy – investments seem to be on a relative basis but there are a 
few. Other than those, it’s better to be a trader now than to profess to be an investor – something I have 
no problem with. The psychology of market participants and the poor performance of corporate 
management at a lot of firms make having a trader’s attitude preferable to that of an investor. However 
there are a few fun cases to the contrary.  
 
2. New CEO, New Outlook and a Cheap Price 
 
It’s a site everyone uses but no one cares about. It’s the third most visited website in the world, very 
profitable even though it’s suffered from waning enthusiasm of late. Millions of people use its email 
service, millions pay to store their photos there, millions search the web through this company and 
millions more play fantasy football, online date and host their websites there. 
 
You may think I’m talking about Google (something I sold too quickly for too small a profit!) – Especially if 
you’re under 30. But I’m really talking about Yahoo. Yes Yahoo. The thesis behind putting a chunk of 
yours and my money into Yahoo is simple. By the way, for you Peter Lynch fans (the famous former 
Fidelity manager), Yahoo would be considered an asset play with a potential growth kicker. Here’s the 

scoop  on why Yahoo(as promised in my email newsletter – do you subscribe to that? If not, why not???): 
 
Purchase price: $14.91/share 
Approximate Enterprise value (stock + debt) at purchase price: $17.6 billion (debt ~$0) 
Cash flow annually: $1.35 billion 
Cash in the “bank”: $1.9 billion 
 
On the cover it doesn’t look too attractive but let me add this: 
 
Yahoo’s ownership value of 40% of Alibaba (Chinese commerce site doing more transactions than Ebay) 
which was valued upon the recent agreement where Alibaba would buy back ½ of that stake for $7.1B 
plus $550 million for a licensing agreement buyout) is $14.7B. 
 
So out of the entire value of $17.6B when we bought at $14.91 per share, we had: 
 
$1.9B cash 
14.7B in Alibaba value and the licensing option 
_______ 
$16.6 billion of cash and Alibaba value 
 
$17.6B minus 16.6B values the rest of the company at $1 billion. Considering that $1B value cash flows 
$1.35B per year, I’d say that was a good deal. If Yahoo’s valuation rises to 6xs cash flow we’d need the 
value of the company to rise by $8 billion or roughly $7/share to $22/share. And mind you this is valuing 
the mediocre chance that new CEO (and new mom) Marissa Mayer (formerly of Google) can grow Yahoo at 
ZERO. 
 
I’ll back out the taxes on the gains yahoo received and other factors to say the company is worth $19-
20/share right now and more if growth shows up and Ms Mayer  can pull off at least some of her ideas.  
 
3. Fee Statements 
 
A change in the rules governing Registered Investment Advisors (RIAs) like us requires us to send out a 
fee statement each quarter to disclose our fees. Yes they’re already disclosed on your statements but they 
want a separate invoice. You will see that enclosed with this mailing if you are an ongoing fee-paying 
client.  Call us with any questions.  

 
4. Meet Al, and What’s Happening? 

 
We have a new member of our team, Al Angelici (again for those of you that didn’t see the update on the 
weekly email). Al is a good friend whom I met originally while earning my Masters Degree at BU. Al spent 
15 years at Fidelity where he helped analyze and optimize the Johnson family investments at Devonshire 

Investments (the arm of Fido that handles some of the founders’ money).  
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Al will be focusing on investment research and portfolio management as Managing Director of Research, 
an area where he has particular skill. Al is best described as a Warren Buffet type investor with his own 
risk management approach to finding and holding (and selling) investments. Some of you will meet Al at 
our next client event.  
 
Which brings me our next client event – our last social at Salvatore’s went so well we will do it again at 
Sal’s in Medford on November 6, 2012 @ 6:30PM. Clients and referrals received invites by email If you 
aren’t on our email list, LET ME KNOW). If you are a client, a referral, or close friend of Walnut Hill 
Advisors, and you’d like to come and let us know before we email invites, call our office! 
 
And yes the little guy is doing fine. Something that I reported on a few times in the email newsletter 
(because it comes out more frequently) was the birth of my son Christian on July 17, 2012  in Santa Rosa 
California. We are back in Medford now – thanks to all of you for your gifts, kind words, and great laughs 
over being a parent.  
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
As always, we (now including my son) are grateful for your confidence and the trust you have placed in 
us.  
 
Warmly, 
 
 
 
Christopher Grande, MSIM, RMA 
Principal 
Walnut Hill Advisors, LLC 
781.393.0021  
chris@walnuthilladvisorsllc.com 
 
 
 
This material reflects the opinions of Walnut Hill Advisors, LLC (WHA), and has been developed from sources that WHA 

believes reliable.  WHA does not guarantee the accuracy or completeness of such information. This material is provided 
for informational purposes only and is not meant as investment advice.  There is no assurance that any predictions or 

projections will occur.  Individual portfolios may hold positions or pursue strategies that differ from the views expressed 

herein and WHA may make different investment decisions for different clients.  This material is dated as indicated, and 

opinions and viewpoints may change as economic conditions change. 

 
CIRCULAR 230 DISCLOSURE:   To comply with U.S. Treasury Department regulations, please be informed that, unless 

otherwise expressly indicated, any tax advice contained in this communication (including any attachments) is not 
intended or written to be used, and cannot be used, for the purpose of (i) avoiding penalties that may be imposed under 

the Internal Revenue Code or any other applicable tax law, or (ii) promoting, marketing or recommending to another 

party any transaction, arrangement, or other matter. 

For a copy of our latest Advisory Disclosure Form ADV Part 2, and/or our Privacy 

Notice, please call or email our office (781-393-0021 / chris@walnuthilladvisorsllc.com) 

or go to our website: www.walnuthilladvisorsllc.com  

 

 


