
Valuentum's Turn 

On Tuesday we received a copy of Valuentum's latest Best Ideas Newsletter from one of our DIYers. While we 

had previously written about Valuentum's Quantitative approach and their misleading method of calculating 

relative performance, it was prior to our Website's launch. Before starting Valuentum, Brian Nelson, CFA 

claims to have created Morningstar's stock rating model, which is based on DCF. From Investopedia: 

"Discounted cash flow (DCF) is a valuation method" that uses "future free cash flow projections and discounts 

them ... to arrive at present value estimates." On December 5, 2016 Morningstar published a study "Analyzing 

the Performance of our Stock Recommendations". Exhibit 3 from the Executive Summary shows the results 

when "we constructed equal weighted portfolios based on a stock's star rating (5 being the best) at the beginning 

of each month." 

 

So in an effort to build a better mouse trap Nelson latches on to the well established synergistic benefit of 

combining Value and Momentum. However, the Value Factor has nothing to do with DCF, and screening for 

stocks that meet both Value and  Momentum criteria that do work isn't the best way to combine these two 

Factors anyway. From our website: "As both Value and Momentum have withstood the rigors of academic 

scrutiny, why not combine the two into a kind of super factor? Alpha Architects has studied this strategy, and 

found that while both value and momentum belong in a portfolio, they work best separately, not as a single 

factor. “The evidence suggests that a value and momentum system, which combines both pure value and pure 

momentum into a single portfolio, may prevent a value-only investor or a momentum-only investor from 

suffering through extended, long-term stretches of poor performance.”... At HCM, we follow these findings and 

see allocations to both Value and Momentum as essential to any account dedicated to Capital Appreciation." 

What we first noticed from Valuentum's latest issue is that their relative performance claims were missing. 

Digging into their archived issues, we discovered that the last time they were prominently featured was last 

June:    

 



 

  

Now, as mentioned above, we have previously written about how this deceptive comparison is calculated. As 

can be seen below, Valuentum's Portfolio had a cumulative Return of 149.1% from May 17, 2011 to December 

15, 2017. The tiny print under the last column's % Return reads "(Dividends included)". That is fine, unless the 

benchmark you compare against, in this case the S&P 500, doesn't include dividends. Now, note that as of 

December 15th Valuentum's portfolio had 28.7% cash. That was also fine. As Burton G. Malkiel, the renowned 

emeritus professor of economics at Princeton and author of the 1973 classic "A Random Walk Down Wall 

Street: The Time-Tested Strategy for Successful Investing", recently stated: "Nobody can consistently time 

the market, and those who try it usually fail." What isn't fine is to  futher lower the S&P 500's return by the 

average cash held by your portfolio, 8.4%. 

Nelson has decided to abandon a model portfolio approach for a "list-and-weighting format" as also detailed on 

Page 8 of this month's issue shown below. If we go by weighting, his best idea is to hold 5%-30% of your 

portfolio in Cash. He is also recommending that up to 10% of your portfolio be hed in each of 3 stocks (BRK-B, 

FB, and V), and a further 8% in Google. According to a January 16, 2017 paper by ASU professor Hendrik 

Bessembinder: "Most common stocks do not outperform Treasury Bills. Fifty eight percent of common stocks 

have holding period returns less than those on one-month Treasuries over their full lifetimes on CRSP. When 

stated in terms of lifetime dollar wealth creation, the entire gain in the U.S. stock market since 1926 is 

attributable to the best-performing four percent of listed stocks. ... The results also help to explain why active  

 



 

strategies, which tend to be poorly diversified, most often underperform." In contrast, HCM establishes 2% 

positions at most in individual stocks, and trims them back once they reach 4% of a portfolio, being sure to hold 

at least a year in taxable accounts. 

Other questions abound. Why would you recommend buying a stock that is trading above your Fair Value 

estimate? Seven of the 16 recommended stocks have a P/FV of 102% to 139%. In contrast, HCM will sell a 

stock once it becomes fully valued, again taking tax considerations into account on timing. 

Next comes his VBI rating, which ranges from 1(Worst) to 10 (Best). This rating is supposedly the whole point 

of his Quantitative System of combining Value with Momentum, and yet he is recommending a 3 (PCLN) and a 

4 (CVS) rated stock. In contrast, HCM doesn't buy a stock unless it meets all of our criteria, which includes 

Insider Buying. That is why we use Transitional Funds, building a portfolio's individual stock positions over 

time. 



 

Even for DIYers, it is a caveat emptor world out there.  


