October 2018
Volume 7, Issue 10

INSIDE THIS ISSUE:

Forbes Contributor.

Economic and Investment
REVIEA

Focus Lists.

Cassandra Stock
Selection List.

Stock Market Valuation.

Special Situation Stock:
Starbucks (SBUX).

Special Situation Stock:
Hilton Worldwide (HLT).

Visionary Ideas.
Convertible Securities.
Wealth Creation Pyramid.

Financial Planning Tip of
the Month.

Alternative Investments.
Announcements.

Supplemental Materials.

INDICES
(Close as of 10/26/18)

DJIA 24688.31
S&P 500 2658.69
NASDAQ 7167.21
10-YR TREAS 3.08%
GOLD $1,233.85

Our Proprietary Award-Winning* Stock-Picking Model, The Cassandra Stock Selection

Model, Was Established In 1994.

2018
OFFICIAL MEMBER

Forbes

Los Angeles

Business

Council
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Forbes Los Angeles
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Forbes Contributor Page,
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page on the Intrinsic

Report Date: March 19, 2018

Recent economic reports
and data suggest that the
U.S. economy is finally on
a solid footing. Former
Fed Chair Janet Yellen
said recently that she
expects moderate
economic growth going
forward, and we agree
with that assessment. The
sentiment was echoed by
new Fed Chair Jerome
Powell. The Fed recently
predicted a 2.5% growth
rate in 2018. The U.S.
economy, as measured by
Gross Domestic Product
(GDP), grew at an annual

rate of 2.5% in the fourth
quarter due to rising stock
prices; increasing
business and consumer
confidence and spending;
and a higher level of
exports. So far, the
economy is in its ninth
year of what has been a
very slow growth cycle,
growing at only a 2.2%
per year average growth
rate. The economy grew
at a 2.5% growth rate in
2017, the most in three
years. There is much
hope that the economy is
finally picking up steam in
a sustained manner.

Value Wealth Report.

Paul recently published an
article on Forbes.com
entitled, Nine of the Best
Ways To Build Wealth.
You can read more about
Paul’s article on page 5 of
this edition of the Intrinsic
Value Wealth Report.

Business investment has
been picking up, with an
11.4% annual rate
increase in spending on
equipment in the fourth
quarter. Industrial
production rose 3.6% in
December from the year
earlier period, the largest
annual gain since 2010.
Capacity use increased
0.7% to 77.9% in
December. Corporate
earnings grew 12.3%
compared with the
previous year. Consumers
increased their spending
at a 14.2% rate on durable
goods in the fourth
quarter;

(continued on page 7)




Above, Renee Wendee
standing next to a truck
made by the White
Motor Company in the
early 1900s. The stock of
the White Motor
Company was one of
Benjamin Graham’s
famous deep-value
stocks. The guy in the
driver seat was a day
trader.

Focus Lists

The Cassandra Stock
Selection Model and
Special Situation

Stock Focus

Lists spreadsheets and
notes can be found at the
end of this printed
newsletter and in the
Supplemental Materials
section of the online
newsletter. The March
2018 issue of the Intrinsic
Value Wealth Report has
an article on special
situation stock investing.

Visionary Ideas, which
are at the top of the
Intrinsic Value Wealth
Creation Pyramid, will be
included in this section as
they are discovered. We
conceive of a visionary
idea as a business idea or
model that is new and
transforming.

Starbucks, Uber,
self-driving cars, and
artificial intelligence are
examples of visionary
ideas. Please see our
article in the September

2018 issue of the Intrinsic
Value Wealth Report for a
further discussion of
visionary ideas.

The Cassandra Stock
Selection Model
spreadsheet and notes
can be found at the end of
this printed newsletter and
in the Supplemental
Materials section of the
online newsletter.

A good way to think about
this spreadsheet is that it
is a list of pre-screened
and ranked stocks that are
in raw data form and can
be “mined” by the user of
the research.

Our estimates of the
market valuations for two
stock market indices, the
Dow Jones Industrial
Average (DJIA) and the
Standard & Poor’s 500
(S&P 500), can be found
at the end of this printed
newsletter and in the

Supplemental Materials
section of the online
newsletter.




Special Situation Stock: Starbucks Corporation (SBUK)

Report Date: October 11, 2018

Starbucks Corporation
(SBUX) is the leading
specialty coffee company
in the world. Starbucks
has 9,590 company-
owned stores in the
Americas; 5,480 company-
owned stores in other
parts of the world; and has
13,650 licensed stores
worldwide.

Our estimate of the fair
value (intrinsic value) of
this stock is $80 per share.
Given the current price of
$54.86 (as of 10/11/18),
the stock is currently
undervalued about 46% by
our estimate. The
company’s fundamentals
look attractive. The P/E
ratio of 16.62 is trading
below its three-year
average P/E ratio of 29.3
and the industry’s three-
year average P/E of 24.7.
The current industry P/E
ratio is 23.8. Its 5-year
growth in earnings (EPS
diluted continuing) has
been a respectable 16.8%.
The company’s five-year
growth in sales has been
11%. Starbucks’s current
margins are healthy at
18.9% for its net profit
margin and 24.1% for its
operating profit margin. Its
current ROE is 91.5%.

William Ackman’s
Pershing Square Capital
Management LP
announced on October 9,
2018 that it had built a

1.1% stake in Starbucks.
Starbucks pays a 2.6%
dividend.

Starbucks has a large and
geographically diversified
portfolio of stores. It also
has a well-developed
menu of food and
beverage products. The
company has strong brand
recognition, as well. Many
analysts expect continued
earnings and revenue
growth, combined with
new store openings, stock
buybacks, and dividend
increases going forward.

The Restaurant Industry is
cyclical, with businesses
and consumers cutting
back on expenditures in
this industry when the
economy has a decline.
The industry has done well
over the last several years
as the economy has
expanded. The industry is
characterized by generally
heavy competition among
the major companies, as
well as from mom-and-pop
shops. The strong labor
market has been a double-
edged sword for the
industry, as the tight labor
market has increased
labor costs, but also
spurred their customer
base to spend more.
Overall, the fundamentals
of the industry have been
strong and it is expected
that these fundamentals
will remain strong for the
foreseeable future.

Starbucks is a strong and
dominant player in the
world arena. A continued

strong U.S. economy sets
the stage for continued
growth in the restaurant
industry in general, and
Starbucks in particular.
With Starbucks’s leading
position in the industry,
well-known brand
recognition, and strong
fundamentals, we like thi
company for the long-hai
The company also pays
dividend, which we like.
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“With Starbucks’s
leading position in the
industry, well-known
brand recognition, and
strong fundamentals,

we like this company for
the long-haul.




Special Situation Stock: Hilton Worldwide Holdings, Inc. (HLT)

Report Date: October 26, 2018

Hilton Worldwide Holdings
(HLT) is one of the world’s
largest hospitality
companies. Hilton
operates the Waldorf
Astoria, Hilton, Canopy
Conrad, Curio,
DoubleTree, Embassy
Suites, Hilton Garden Inn,
Hampton Inn, Tru, Home2
Suites, Tapestry
Collection, and Homewood
Suites brands. Hilton has
over 5,000 hotels with over
850,000 rooms; and
operates in 103 countries.

Our estimate of the fair
value (intrinsic value) of
this stock is $85 per share.
Given the current price of
$68.27 (as of 10/26/18),
the stock is currently
undervalued about 25% by
our estimate. The
company’s fundamentals
look attractive. The P/E
ratio of 29.5 is trading
below its 2017 average
P/E ratio of 37.4 and its
recent 2018 P/E ratio of
32.7. Its 5-year growth in
earnings (EPS diluted
continuing) has been a
respectable 11.3%.
Hilton’s current margins
are healthy at 15.5% for its
net profit margin and
15.7% for its operating
profit margin. Its current
ROE is 102.9%.

William Ackman’s
Pershing Square Capital
Management LP
announced on October 26,
2018 that it was taking a
3.7% stake in Hilton. Hilton
reported a third-quarter
profit on October 24, 2018
which was better than had
been expected; and the
company raised its

earnings forecast for 2018.

Hilton has a large and
diversified lodging portfolio
and a solid development
pipeline. It also has a well-
regarded loyalty program.
The company has strong
brand recognition, as well.
Hilton has an asset-light
business model, with 90%
of cash flow coming from
franchised and managed
hotels. Hilton’s managed
and franchise contracts
are typically for 20 years,
which together with
rebranding and renovation
costs, give Hilton a high
switching cost advantage.

The Hotel/Gaming Industry
is cyclical, with business
and consumer travelers
cutting back on
expenditures in this
industry when the
economy has a decline.
The industry has done well
over the last several years
as the economy has
expanded. The major
disruptors in this industry
have been Airbnb and
aparthotels — and they do
create significant
competition for the major
hotel chains. Overall, the
fundamentals of the
industry have been strong
and it is expected that
these fundamentals will
remain strong for the
foreseeable future.

Hilton is a strong and
dominant player in the
worldwide hospitality
industries. A continued
strong U.S. economy sets
the stage for continued
growth in the hospitality
industries in general, and
Hilton in particular. With

Hilton’s leading position in
the industry, well-known
brand recognition, and
asset-light business
model, we like this
company for the long-hai
The company pays a sm
dividend.




“Because of the
convertibility feature,
these ‘hybrid’ securities
reflect movements in
both stock prices and
interest rates.”

Wealth creation is
an important topic
for everyone —
young and old.

Convertible Securities

Convertible securities
include financial
instruments such as
convertible bonds,
convertible preferred
stocks, and warrants.
Convertible securities can
be converted into common
stock at the holder's
option. Because of the
convertibility feature,
these "hybrid" securities
reflect movements in both
stock prices and interest

rates. To learn more about
convertible securities,
there are many excellent
articles and books on the
subject. One reference
that we have found
particularly helpful is:
Knecht, L. and McCowin,
M. (1989). Valuing
Convertible Securities. In
Fabozzi, F. (Ed),
Advances & Innovations in
the Bond and Mortgage
Markets (pp. 97-116).

The Wealth Creation Pyramid

The Wealth Creation
Pyramid is designed to
show some of the major
categories for building
wealth. It is the result of
many years of study of the
wealth building process;
experience working with
clients who have built
considerable wealth; and
my own personal

experience building
wealth.

Newsletter subscribers
should consult The Wealth
Creation Pyramid as one
of many useful investment
tools while considering
their investment plans.
The Wealth Creation
Pyramid can be found

Chicago: Probus.
Periodically, we choose a
convertible security to
highlight in this newsletter.
The stocks underlying the
convertibles we review are
ranked by the Cassandra
Model in the same
manner as other stocks in
our Cassandra Stock
Selection Model
Candidate List. You can
find our highlighted
convertible securities at
the end of this printed
newsletter and in the
Supplemental Materials
section of the online
newsletter.

at the end of this printed
newsletter and in the
Supplemental Materials
section of the online
newsletter.

Financial Planning Tip of the Month: Nine of the Best
Ways to Build Wealth [Forbes.com Articlel

Wealth creation is an
important topic for
everyone — young and old.
If you are a young person
just starting out in life, you
have a long-term time
horizon in which to build
wealth. If you are older,
you have less time to build
wealth; but building wealth
is no less important for
older people. In fact, the
majority of Americans
nearing retirement don’t
have enough saved for
retirement according to
many sources.

| wrote an article on
wealth creation for
Forbes.com, where | am a
contributor and write
articles related to
business, economics,
investments,
entrepreneurship, and
finance. The following is
an excerpt from my article
on creating wealth
entitled, Nine of the Best
Ways To Build Wealth.
You can view the entire
article on my Forbes
Contributor Page (please
click this link to be taken
to my Contributor Page).

Here is the excerpt from
the article, Nine of the
Best Ways To Build
Wealth:

“It is often said that the
three main sources of
wealth creation are the
stock market, real estate
and entrepreneurship.
With this knowledge as a
starting point, | embarked
on a journey to find how
people around the world
had built significant
wealth.

(Cont’'d on page 6)




Alternative Investments
can provide very attractive
returns, but also generally
carry a much higher level
of risk. Accordingly, they
are placed higher on The
Intrinsic Value Wealth
Creation Pyramid (TM).
There are many different
asset classes that are
considered Alternative
Investments. The
following are some of the
more common Alternative
Investment asset classes:

Alternative Investment
Asset Classes

= Real Estate

= QOiland Gas

= Private Equity

Announcements

Dr. Wendee is a
contributor to
Forbes.com. Please click
the link below to read an
article that he wrote for
Forbes entitled, Nine of
the Best Ways to Build
Wealth. Here is the link:
https://www.forbes.com/si
tes/forbeslacouncil/2018/
09/04/nine-of-the-best-
ways-to-build-
wealth/#2d3c031b4460

Dr. Wendee has co-
authored a book chapter
entitled, “An Epilogue to
Succession Planning:
Understanding the Value

Potential Benefits of

Alternative Investments

= May reduce the
overall volatility of
your investment
portfolio

= May provide greater
investment returns

= May provide greater
diversification

= May provide greater
investment flexibility

Please see Book #4 — The
Intrinsic Value Wealth
Creation Pyramid for a
listing of some Alternative
Investment sponsors. Also
included in this listing are
some other considerations
that one should make
before investing in these
types of investments.

of Your Enterprise,” for a
book on Succession
Planning. The book was
published in February
2018.

Dr. Wendee was recently
named a Research
Fellow at the Center for
Global Business and
Information Technology
Research at the University
of Phoenix. Dr. Wendee is
also the founder and
Senior Research Fellow
at the Value Driver
Institute.

9 of the Best Ways to
Build Wealth

(Continued from
previous page) insights from each of the
categories below both in
building their business

enterprises and in creating

“I graphically documented
and codified the results of
my study in The Wealth
Creation Pyramid (chart
below), and | share my
findings below. Much of
what | share here comes
from my experience of over
36 years as an
entrepreneur, investment
banker, securities analyst,
investment portfolio
manager, private equity fund
manager, university
professor, and investment
newsletter editor and
publisher.

the article.”

The Intrinsic Value Wealth Report is published in two
parts: (1) the main newsletter; and (2) a supplemental
materials section. The Intrinsic Value Wealth Report is
packed with useful investment information for investors.
Because there is so much content in the newsletter, we
publish it in two parts comprised of several PDF files to
make it easier to access the material.

Be sure to review all of the supplemental material, as a
great deal of the useful information in this newsletter is
found at the end of this printed newsletter and in the
Supplemental Materials section of the online newsletter.

“Business owners can gain

personal wealth. Please click
here to read the remainder of



Economic and Investment Review (Cont'd)

(continued from page 1)

and consumer spending
grew at a 3.8% rate overall
in the fourth quarter. The
latest jobs report showed
that hiring remained
steady, which has driven
the unemployment rate
down to 4.1% for three
months in a row to a 17-
year low. However, wage
growth has remained
stubbornly low. Reflecting
an improving global
economic environment,
Eurozone growth, while
slowing somewhat, still
registered a respectable
2.4% growth in GDP in the
third quarter. There has
been stronger consumer,
business, and investor
optimism, which have all
increased since the
election. A recent Wall
Street Journal/NBC News
poll found that 69% of
Americans are satisfied
with the economy, the
highest level since 2001.
The Conference Board
reported that consumer
confidence rose in
February to 130.8 from
124.3 in January, its
highest level since 2000.
Businesses in particular
have been encouraged by
the Trump Administration’s
pursuing a rollback in
regulations; an expected
overhaul of the tax code;
and other pro-business
and pro-growth policy
changes. The tax overhaul
has now become a reality.
The Trump Administration
has enacted tax cuts of an

estimated $1.5 trillion over
ten years and spending
increases of $300 billion
over two years. These
measures could increase
business and consumer
spending; but also could
increase inflation more
rapidly than many
economists had previously
thought.

We are now more
encouraged by the recent
economic news, and
believe that the strong
second, third, and fourth
quarter results represent a
trend, and not just a short-
term aberration. It should
be noted, though, that in
its nine years of
expansion, the U.S.
economy has had many
false starts. In a recent poll
of economists conducted
by the Federal Reserve
Bank of Philadelphia, the
forecasters expect growth
of 2.8% in 2018, 2.5% in
2019, 2.0% in 2020, and
1.7% in 2021. All of these
targets are in line with the
2.5% growth rate in 2017.
Inflation picked up
somewhat this past
summer and finally posted
a 2.1% gain in the twelve
months to January, which
slightly exceeded the
Fed’s 2% target. The Fed
kept interest rates steady
at its January policy
meeting, after having
raised interest rates at its
December meeting for the
third time in 2017, and the
fifth time in the last two
years. The fed funds rate
was raised one-quarter of

a point to a range of 1.25%
and 1.5% at the December
meeting. The Fed also
signaled that it would likely
stay on a similar course of
gradual interest rate
increases in 2018, reflecting
its optimism for the
economy. In outlining its
expectations, the Fed
suggested it might have
three quarter-point
increases in 2018; and two
quarter-point increases in
each of 2019 and 2020. The
latest Fed hike seems to be
an effort to simply keep the
economy from overheating
as it continues to expand.
Jerome Powell, who has
now become Fed Chairman,
succeeding Janet Yellen, is
likely to stick to the same
monetary policy course as
Yellen. Meanwhile,
mortgage rates rose to a
4.46% average for 30-year
loans, their highest level
since 2014.

On a longer term basis,
there are several trends
which have been a drag on
the economy; and which
don’t appear to be
improving anytime soon.
The first is U.S. worker
productivity, which has been
sluggish for more than a
decade. In 2017, U.S.
worker productivity grew
below its long-run average
for the seventh year in a
row. Slow productivity
growth can prevent wages
from rising and can slow
economic growth.

(continued page 8)




Economic and Investment Review (continued from front page )

(continued from page 8)

The second disturbing
trend is the labor force
participation rate, which is
currently around 63%,
having declined from
above 67% in early 2000.
A low labor force
participation rate holds the
economy back from
achieving its full potential.
Going forward, other
trends pose long term
concerns as well. The first
is a sharp increase in
lending to the most highly
leverage companies, not
just in the U.S., but
worldwide. Such lending
has risen by more than
half this past year. The risk
of such excessive lending
can be seen in the recent
Toys “R” Us, Inc.
bankruptcy filing. Toys “R”
Us, Inc. had been
significantly leveraged.
The second major trend
posing a possible risk to
the economy is the
unwinding of the Fed’s
$4.2 trillion bond portfolio,
which was bought to
stabilize the economy after
the 2008 financial crisis;
although the unwinding
seems to be going well so
far. Third, the U.S. savings
rate fell to a 10-year low of
3.1% in the third quarter
and further fell to 2.4% in
December, down from
6.3% two years ago. This
could be due to a wealth
effect resulting from low
unemployment and rising
housing and stock prices.
Low savings rates can
persist for long periods of
time; but have been

associated in the past with
financial bubbles that
collapsed. And it is
important to note that due
to in large part to the low
wage growth, consumer
incomes have not risen
sufficiently to sustain solid
economic growth. A fourth
unsettling trend is the level
of national debt, which
may only get larger with
the tax overhaul and likely
increases in government
expenditures on defense
and social programs. The
national debt of the U.S.
was 108.1% of GDP,
according to estimates by
the International Monetary
Fund. This puts the U.S. in
fifth place among large
countries for its debt
burden. The four nations
with larger debt burdens
are Japan, Greece, ltaly,
and Portugal. A fifth and
new threat to the economy
is the Trump
Administration’s pursuit of
trade sanctions and tariffs
on U.S. trading partners.
While benefiting some
domestic firms, at least in
the short-run, tariffs and
sanctions create a
potential danger of
retaliatory action by U.S.
trading partners, which
hurts U.S. exporters;
raises prices on
manufacturing inputs for
domestic producers; and
poses a threat of derailing
a global economic
expansion which has been
benefiting all countries,
including the U.S.
However, in a
reinforcement of Trump’s
trade concerns, there was

a 12% increase in the U.S.
trade deficit in 2017. This
was the widest deficit
since 2008. Overall, most
economists are in
agreement that global
trade is good for all trading
partners; and economic
theory from nearly all
economic disciplines
affirms this notion.

As shown in our section on
Stock Market Valuation,
the markets remain, in our
opinion, very overvalued
(but they have been this
way for a very long time!).
The economy’s recent
improvements show
improving long-term
prospects. The stock
market is placing too much
of a premium on the
economy’s improvements,
in our opinion, though. It is
wise to remember that
markets don’t rise
uninterrupted forever.
Accordingly, in this
overvalued market we
would recommend caution
in making new
investments. We believe it
is important to maintain a
long-term view toward
investing. This means that
you should continue
building your investment
portfolios; but keep in mind
that because of the
market’s overvaluation, the
market overall is not in a
bargain state. As always,
use the Cassandra Model
to select individual
securities that do offer
growth and value
opportunities in this
market.

(continued on back page)




Intrinsic Value Wealth Report [cﬂn“n“e(“

P.O. Box 3632

Dana Point, CA 92629 (continued from page 10)

PHONE:
(949) 218-7942 Please see Book #6 —
Simple and Effective
E-MAIL: Economic Forecasting, for a
pwendee@pmwassoc.com link to charts and data on the
economy.

To subscribe, go to
www.lVWealthReport.com
$9.95 per month; or $99 per

year (a 17% savings)

We’re on the Web!
See us at:
www.IlVWealthReport.com

DISCLAIMERS AND NOTICES:

* The Cassandra Stock Selection Model ™ picked the winning stock in the Wall Street Journal’'s 1999 Experts vs. Darts Stock-Picking Contest (January 12
—June 30, 1999).

IMPORTANT: Please carefully read our Disclaimers and other Notices regarding investments. You can find them at Disclaimers and in the other
sections of the Intrinsic Value Wealth Report. By accessing and using the various sections of the Intrinsic Value Wealth Report, you are
acknowledging that you have read, understand, and agree to the these Disclaimers, Notices, and the general risks inherent in investing and that
you will seek outside, professional investment advice if you do not completely understand the risks and mechanics of investing, or if you
believe that you need additional help with your financial planning needs. The material provided on this newsletter is intended only to provide
you some additional tools and resources as you make your own investment decisions. It is up to you to make your own investment decisions
and to seek professional advice when needed.

The author and the publisher make no representations as to the contents hereof and disclaim any express or implied warranties of fitness for any purpose,
usage, or application. The author and the publisher cannot be held liable for any direct, indirect, accidental, consequential, or other damages of any kind.
The Cassandra Stock Selection Model ™ is a term used to describe an investment strategy designed by Dr. Paul Wendee and Paul M. Wendee &
Associates, LLC. The use of the strategy does not guarantee performance or investment success. Please see the other important disclaimers in

the Casandra Stock Selection Model Notes 1-3-14, and on the Intrinsic Value Wealth Report websites: IVWealthReport.com. Please note that the data
provided in the accompanying spreadsheets are only estimates based on our proprietary calculations and based on the data that is available to us. In some
cases, the data provided to us is incomplete or erroneous. You should consider the stocks on this list to be in raw data form. They have not been
independently analyzed by Dr. Wendee, Paul M. Wendee & Associates, LLC, or by any of its associates. You must only use this list as a starting point in
your own research. You should also read the notices and disclaimers on the Intrinsic Value Wealth Report website, IVWealthReport.com. This newsletter
may link to materials that are provided under various Creative Commons license agreements. You can read more about Creative Commons license
agreements by going to the following links: Wikipedia Creative Commons License, Wikipedia Creative Commons License ShareAlike, Wikipedia Creative
Commons, and The Creative Commonswebsite.
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