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Many onlookers will probably remember 2016 as the year of populism, or perhaps the year of political 
surprises.  Or maybe just the year that pollsters overtook used car salespeople, meteorologists, and 
members of Congress as the least respectable profession.  It was certainly a difficult year for pundits, but 
maybe this result comes as no surprise.  In our 2016 Q2 and Q3 letters, we noted that few investors 
consistently and accurately predict macro events.  In our opinion, 2016 went a step further and showed 
that even the gift of foresight would not guarantee profits.  If an investor had known at the beginning of 
2016 that the UK would vote to leave the European Union in June and that Donald Trump would be elected 
president in November and that the market would react one of three ways, which scenario would this 
informed investor have been more likely to choose?   

• Possibility 1:  S&P 500 declines by 10-20% 
• Possibility 2:  S&P 500 stays flat 
• Possibility 3:  S&P 500 Increases by 12% 

With this same inside information, which UK macroeconomic forecast would this same investor have 
chosen?   

• Possibility 1:  UK consumers save more/spend less/GDP turns negative in the back half of 2016 
• Possibility 2:  No effect  
• Possibility 3:  UK consumers save less/spend more/GDP growth accelerates  

We certainly would have flunked our own test – and we would not have been alone.  Conventional wisdom 
suggested immediate downside for both events.  This advice was right to a certain extent, but the downturn 
lasted approximately 48 hours in the case of Brexit, and not even an entire aftermarket session in the case 
of Trump’s election.  In our mind, these data points again speak to the difficulty of investing along macro-
themed events, as even if one possesses perfect macroeconomic/geopolitical information ahead of time 
(which nobody does), it still does not assure profits.  We note this futility as US investors -- many of whom 
are still debating the impact (or lack thereof) of Trump policies not even proposed -- will likely turn their 
attention to multiple pending elections in Europe.     

2016:  The Good…The Bad 

Before jumping to the cheery news of 2017, we will quickly comment on some of our non-cable 
investments (which we cover later) made during 2016.   As has been widely discussed, hopes for lower 
taxes and less regulation triggered widespread gains in the financial space post-November as well as those 
that would benefit from higher infrastructure spending.  A couple of the names discussed in prior letters 
(LUK/GM/MWA) benefited from this upswing.  Leucadia’s Jefferies business (along with other brokerage 
firms) showed stronger fourth-quarter results.  Continued trading strength, along with better performance 
from its beef business, could accelerate the company’s book value expansion.  Mueller has posted 
continued margin expansion in its core water business, despite some sales variability.  In January of 2017, 
Mueller also announced the sale of its noncore Anvil pipe business.  Much of this positive news has been 
reflected in the share price and we have reduced our position.   
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We detailed our thoughts on QVC’s weakness in our last letter and will reassess this opinion should US 
sales fail to show signs of rebounding later in 2017 or if the mysterious import tax is actually implemented1.  
As we acknowledged in prior letters, our timing was poor on National Oilwell Varco and, to a lesser degree, 
DistributionNOW.  As the energy selling unfolded, we belatedly recognized that the better risk/reward was 
probably in the debt of certain energy names.  But, after spending significant time on one opportunity, the 
targeted investment rallied and the opportunity disappeared.  As the oil recovery progressed, we sold the 
last of our exposure in both NOV/DNOW and moved into higher-conviction ideas.  Reflecting on the 
experience, we unwisely invested time and money into an area where we had no edge versus other 
investors.   

2017:  The Other Election(s) 

As noted, we think investors’ attention will soon turn towards European politics as 2017 unfolds.  Given 
our overseas investments, we thought it was worth discussing some of the likely headlines over the next 
months.  While the elections in Netherlands/France/Germany will all be closely watched, the France runoff 
in May of this year could be the marquee event.  National Front Leader Marine Le Pen is expected to make 
the second round of elections, and she has campaigned on a promise to leave The European Union (EU).  
According to a Kantar TNS survey of 1,000 French people following Brexit, 55% stated that France should 
have more autonomy from the EU but 45% said that France should remain in the EU (as opposed to 33% 
who favored exiting the EU).   Given our previous comments on pollsters and macroeconomic forecasts, 
we think that investors would be wise to consider that a wide range of scenarios is possible and that 
volatility will reappear ahead of the European elections   

So, the real question is whether 2017 could be the year that moves the EU closer to dissolution?  It would 
be foolish to suggest that the answer is clearly no.  Far greater minds predicted problems before the euro 
began, with Milton Friedman noting in 1998, one year before the euro began, that a single currency would 
take away the ability of member countries to adjust to external shocks that hit members asymmetrically.  
This exact scenario hit following the financial crisis as southern EU economies struggled and demonstrated 
less international competitiveness versus their northern neighbors.  While Friedman’s comments prove 
that fantastic macroeconomic forecasts are possible, we would note that it took roughly 14 years for his 
forecast to become “actionable,” a time frame that would likely test even the most patient of capital.     

The 2010-2012 debate over the European Union’s future largely centered around Friedman’s prescient 
concerns regarding asymmetrical shocks and exchange-rate flexibility.   Brexit, however, opened a different 
set of issues, as the vote turned into a referendum on immigration and border policies.  A string of terrorism 
events from 2015-2016 has caused similar anxiety in multiple other countries and further events could 
push opinions in unexpected ways.  A new US president predicting further European Union defections adds 
to the uncertainty, but conceivably could do something that leaders of Brussels have been unable to 
accomplish:   increase European unity. 

It is impossible to cover all facets of the EU debate and any attempt will quickly become a convoluted 
economics/geopolitical position paper.  We would quickly note that the original thinking behind the 
European Union was to create a system that made wars that ravaged the continent during the twentieth 
century unthinkable.  Generally, trading partners have strong incentives to avoid armed conflicts.   But, as 
noted, a large portion of the discussion centers around the uncompetitive (relative to their northern 
brethren) southern European economies, with some valid criticisms.  We would simply argue that 
                                                           
1 As part of the Republican corporate tax-reduction plan, a proposed border-tax-adjustment would prevent US 
companies from deducting import costs from their taxable income, and thus expose a far larger portion of a sale to 
taxes.  Retailers, who import large portions of their products, could be particularly vulnerable to the proposal.  It is 
uncertain whether this proposal gets implemented, especially as President Trump has criticized the provision.   
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Germany, the largest economy in the Eurozone, has an enormous economic incentive to keep the union 
together.  According to Eurostat data, Germany’s current account balance (exports minus imports) is 
roughly 9% of GDP.  For an economy dependent on trade, a breakup of the EU would likely have a 
devastating impact on its economy, as investors flocked to a new Deutsche Mark and made German 
exports less competitive. 

More Dreaded Financial Acronyms…What?  How Much Do They Owe? 

Perhaps less discussed, but also problematic from Germany’s perspective, is the uncertainty associated 
with another fun acronym that rolls off the tongue -  the so-called TARGET (Trans-European Automated 
Real-time Gross Settlement Express Transfer) system.  TARGET balances are the claims and liabilities of 
Euro-area national central banks.  The basic idea is that euros are freely exchangeable between countries, 
so that a Greek citizen who wants to transfer money to a German bank branch can do so and still collect 
euros.  In order to assume the deposit (liability), the German bank needs some offsetting asset.  The asset 
can come from a bank itself or be made via the central bank who credits a bank in exchange for qualifying 
collateral from the local bank.  When a country’s banking sector receives a cross-border inflow of central 
bank money, its claim increases or its liability decreases; cross-border outflows have the opposite effect.  
As seen from the below chart, Germany has a large asset balance and Italy, Greece and Spain large 
liabilities.   

 

 

 TARGET balances have been further distorted by European money printing, as the various European 
country bonds purchased are often located outside of the domestic country of origin (i.e. Italian bonds 
bought from holders in Germany or in the United States).  In theory, any TARGET losses are split according 
to European countries’ share of member-contributed capital.2   In the case of a possible breakup, however, 
losses would quickly overwhelm the ECB’s thin ~€11 billion capital base, and it would be unclear if exiting 
EU countries would have the ability (or desire) to reconcile debts.  If there are problems, Germany could 
be an enormous loser.   Some have dismissed these concerns, arguing that the Bundesbank could simply 
print new Deutsche Marks to wipe out its obligations to local banks or to limit deposit withdrawals to 
German citizens and, therefore, with a central bank wave of the wand (poof!) the entire problem goes 

                                                           
2 Losses are divided according to proportionate share of population and GDP. 
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away.   Perhaps this scenario is possible, but would any elected official really want to test this argument in 
crisis conditions?    

While immigration and security discussions will feature prominently in EU debates in coming months, we 
think the strongest member’s pocketbook concerns provide ample motivation to find solutions.  Certainly, 
this does not ensure that a breakup will not occur, but perhaps it gives a greater incentive for reform than 
many realize.   Clear as mud?  Well, perhaps the same message can be simplified to a quote by legendary 
oilman J. Paul Getty whose quip succinctly summarizes the aforementioned problem (after adding a couple 
of zeros): “If you owe the bank $100 that's your problem. If you owe the bank $100 million, that's the 
bank's problem.”     

Fears of the scenario just described have caused many investors to avoid foreign or emerging markets.  
Others have stayed domestic, reasoning that even without a full crisis, the US dollar will continue to 
appreciate against foreign markets.  Many dollar bulls believe foreign markets should be avoided or that 
US investors should only consider foreign names that benefit from local currency weakness (i.e. European 
based Unilever, which sells meaningful products in the United States).  Two of our largest positions, Liberty 
Global and LILAC, (which was substantially increased following a November sell-off and which we will 
describe in greater detail shortly) and a couple of moderately sized positions (ARCO) certainly go against 
this thinking, and they are likely exposed to the euro/emerging market risk that we have detailed.  So why 
do we own them?   

In the case of Liberty Global and Arcos Dorados, we have stated our rationale in past letters and simply 
have more confidence in our ability to handicap their value relative to current prices, versus successfully 
predicting macroeconomic events.  While these names would likely decline in the event of an economic 
shock, we believe that all three have taken different precautions (hedging in the case of LGI/LILAC and 
asset sales/debt paydown in the case of ARCO) to protect against downside scenarios.  As we mentioned 
in previous letters, it certainly “feels” like the dollar is destined to rise against the euro and pound and 
large numbers of analysts predict this very event.  But, are the troubles facing the euro/pound vastly worse 
than the daunting ones facing the Brazilian real at the beginning of 2016?  While we aren’t necessarily 
forecasting the same ~20% gains enjoyed by the Real in 2016, we would simply state that dollar bullishness 
is nearly universal and the track record of accurately predicting future foreign exchange movements rivals 
that of astrologists, fortune tellers, and Notre Dame football optimists (guilty as charged on the last point).  
As the saying goes, it is difficult to have cheap stocks and good news -- and we have been seeing more of 
the former in overseas markets.     

Dude, More Cable? 

Before diving into our increased positioning in LILAC, we wanted to take one-step back and review why we 
have spent so much time on the cable industry.  First, within cable markets, there are typically only a couple 
of companies offering similar services.  Often, the incumbent provider was a former government entity 
and/or monopolist and therefore frequently less nimble/efficient versus cable competitors.  Cable 
companies’ initial investments in coaxial/fiber offered speeds superior to incumbent carriers’ copper 
networks and the value of the pipe already in the ground increased as zoning rights, work permits, and 
franchise politics became more difficult over time.   Additionally, an investor base that accepted fewer/no 
dividends and tolerated higher leverage ratios provided advantages in deploying capital versus incumbents 
who had neither the balance-sheet flexibility nor shareholder mandates for additional investments.   The 
heavy investment required to replicate cable companies’ businesses made it difficult for newcomers to 
justify an investment that earns acceptable returns on capital.  So, in summary, an industry characterized 
by barriers to entry/limited number of competitors/pricing power certainly makes an interesting 
investment backdrop.   
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While cable’s initial product offering was video, the product suite evolved to include phone services and, 
more importantly, broadband.   Cable has faced a variety of threats over the past several decades (from 
questions about the ability to compete against broadcasters, the entry of satellite players to more recent 
concerns about bundle breakdowns/quad-play offerings), but the business has continued to evolve over 
time.  Even the most well financed competitors (Google) have generally found it difficult to achieve scale 
because of the previously-mentioned building permits/local community franchise politics.  Furthermore, 
cable’s broadband product benefits from customers’ increased data consumption and there are few 
growth stories as seemingly certain as the growth in data.  International Data Corporation (IDC) has 
estimated that total digital data worldwide would increase 10-fold from 2013 to 2020.  Greater cable 
speeds encourage greater internet usage, leading to more applications that demand faster speeds, and so 
on.  There are certainly debates about when land and mobile technologies will prove “fast enough,” but 
the relatively low-cost to upgrade cable and near certain increased data usage would appear to offer cable 
substantial advantages for years to come.   

In our opinion, the above paragraphs will likely prove true regardless of Donald Trump’s3  policies on China, 
the EU’s decisions on quantitative easing, or whether World GDP growth comes in at 4% versus 1%.  Few 
businesses are recession-proof, but cable is among the more recession resistant as we have pointed out in 
past letters.  Luckily for value investors, the general attractiveness of the business is obscured by a higher 
capital intensity, depreciation schedules that do not necessarily match maintenance capital expenditures, 
more highly leveraged capital structures and fewer dividends.  For those who choose industry exposure via 
Liberty Media companies, cable’s attractiveness is further muddled by another layer of strange looking 
securities that trade at varying discounts to net asset value, as we have discussed in past investment letters.   

And while the exact storyline will vary by geographic location, the basic premise is remarkably similar.  
Despite this fact, three different Liberty vehicles that we own had remarkably different performance results 
during 2016.   

Liberty Broadband:4 +43% 

Liberty Global:5 -18% 
LILAC: -51% 

    

We have certainly noticed the investors’ increased enthusiasm towards US based Liberty entities, but the 
chart shows the halo has not extended overseas.  Despite a strong longer-term track record, Liberty Global 
has been in investors’ doghouse over the poor performance of its Netherlands operations and questions 
about the ultimate growth rates in more mature markets.  But, a large portion of the weakness likely stems 
from the foreign exchange exposure previously discussed.  And then there was also the widely unpopular 
CWC acquisition, which brings us to LILAC.   

If Liberty Global finds itself in the doghouse, LILAC finds itself a solid six feet under as few names can rival 
the loathing LILAC has generated as shares have plummeted 50% over the past six months.  As with Liberty 
Global, we have written a more detailed review of LILAC and presented the name to The New York Society 
of Security Analysts earlier this month.  We have provided a LILAC summary in the appendix to this letter, 
but please feel free to contact us if you want to discuss the full gory details.  For those who want only the 

                                                           
3 Many believe the cable industry could receive substantial regulatory relief under the Trump administration, 
including a possible repeal of the FCC’s Title II regulation.     
4 The overwhelming majority of Liberty Broadband’s net asset value stems from its equity stake in Charter 
Communications. 
5 Assumes LGI investors received roughly $4.00 in cash from 0.12 shares of LILAC. 
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highest-level details, LILAC paid too much for Caribbean telecom company CWC and has done a poor job 
with the initial integration.  We believe, however, that LILAC can ultimately realize substantial synergies 
from the CWC deal, and challenges facing this cable company appear overly discounted at current prices.  
LILAC believes there is considerable opportunity for future consolidation in the Latin American (LATAM) 
market.  If LILAC improves its CWC results, investors will likely reward the company with a higher multiple, 
and the company can be a hunter in growing markets and generate enormous internal rates of return (IRR) 
from current levels.  Alternatively, if growth remains sluggish, the hunter could become the hunted, but 
even in this scenario, we believe investors could enjoy respectable returns as the private market value of 
its assets vastly exceeds current prices.   

To conclude, we unfortunately do not believe election fever will dissipate in 2017 as investors continue to 
debate Trump policies/tweets and ultimately turn their weary eyes towards the European contests.  We 
expect volatility, but we also believe that basing investment decisions solely on successfully handicapping 
the various macroeconomic/geopolitical events will prove every bit as challenging in 2017 as it was in 2016.  
Instead, we will continue to learn from past mistakes, to research individual security mispricings, and to 
deploy capital in our highest conviction ideas.  We continue to eat our own cooking as we have substantial 
personal capital invested in all names discussed.  While we look for a good meal anywhere, we are more 
excited about the international varieties as we enter 2017.   

Please call with any questions.   Thanks for your continued support. 

 

Patrick Brennan 
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Appendix 

LILAC:  Currently Six Feet Under…Path to Sunshine? 

LILAC is a tracking stock whose assets are essentially divided into two parts:   

• 60% interest in Puerto Rican Operations/100% interest in Chile’s VTR   

• Newly acquired CWC operations 

Both the Puerto Rican and Chilean assets have performed reasonably well and total EBITDA growth is 
expected to be 6% for 2016.  Chile has a modern cable system (offering speeds of 100Mbps on its core 
triple-play package), offers mobile services via an MVNO arrangement, competes against DSL in large 
portions of its footprint and has a substantial opportunity to increase the number of homes where it offers 
its products.  Additionally, broadband penetration rates remain low relative to other countries.6   In short, 
Chile is the most attractive market in LILAC’s portfolio and we believe it can increase EBITDA at a high-
single-digit rate in the years ahead.  While the Chilean economy is dependent on copper, and therefore the 
Chilean Peso could bounce around with the various China headlines, LILAC has fully swapped the dollar 
denominated debt into Pesos at an attractive rate (6.38%).   

While few countries have as negative macro headlines as Puerto Rico has experienced, LILAC’s 
performance in the difficult market shows the resiliency of the cable model.  The Puerto Rican operations 
have benefited from merger synergies as the result of two large acquisitions (OneLink/Choice) in the past 
four years.  Although there may be opportunities for additional home passings or a mobile offering, we 
suspect total growth (along with capex) will slow to a mid-single-digit rate in the years ahead.   

And then there is the CWC.  LGI’s announced deal for CWC (the deal closed in May of 2016) came less than 
one year after the formerly stodgy incumbent carrier had boldly acquired Caribbean cable company 
Columbus Communications to become a future quad-play operator in the faster growing Caribbean region.  
Columbus, led by CEO and founder Brendan Paddick, also included a stable of cable cowboys, including the 
legendary John Malone, who had made a personal non-Liberty investment in Columbus in 2013.  While 
Columbus possessed multiple attractive cable franchises, the crown jewel of its company was its extensive 
sub-sea cable assets, allowing the company to take advantage of continued data growth throughout the 
region and to offer multiple business-to-business services.  LILAC believes these assets will prove 
particularly valuable as Latin American markets consolidate in the years ahead. 

Cracks in the LILAC story appeared quickly post-merger, with the company posting disappointing second 
quarter results in August of this year, with total LILAC revenue/EBITDA growth of +1% (including a -1% 
contraction at CWC) and +3% (+4% at CWC), respectively.  In its Q2 earnings call, the first following the 
CWC closing, LGI did not provide a new LILAC/CWC synergy update and alluded towards accounting 
differences that impacted comparisons between the quarter ending March 31 and the one ended June 30 
but failed to succinctly detail all differences.   In short, Liberty seemed unprepared to speak with investors 
following Q2 earnings.   

And then the bottom fell out on in early November when LILAC released third quarter results.  LILAC 
reported broadly weaker growth across the newly acquired CWC markets and documented that LILAC’s 
trailing four quarter EBITDA was cumulatively nearly $48 million lower over the previous 6 quarters under 
GAAP versus EU-IFRS.  Additionally, Liberty cut its fourth quarter OCF guidance by roughly 8% at the 
midpoint, to $215-$225 million.  While most of the GAAP/EU-IFRS differences stem from the treatment of 

                                                           
6 According to International Telecommunication Union (ITU), Chile has approximately 15 fixed broadband 
subscriptions per 100 residents, less than half US levels. 
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integration expenses (GAAP includes, EU-IFRS excludes) which will disappear in future quarters, some 
investors still mistakenly looked at sequential comparisons of GAAP results versus historical EU-IFRS CWC 
numbers.  Other investors simply viewed the disclosure and guidance cut as a complete lack of credibility.  
Shareholders voted with their feet and sent LILAC’s stock down nearly 30 percent in a single day.   

So, roughly seven months following the CWC acquisition, the carnage is incredible.  Liberty Global/LILAC 
shareholders traded roughly $4.5 billion worth of stock (with roughly 88% of the check written by LGI 
shareholders) and assumed ~$3 billion in net debt for CWC in exchange for a combined LILAC/CWC 
company that now sports a market capitalization of roughly $3.5 billion and enterprise value of $9 billion.  
The timing of Lilac’s purchase of CWC transaction was not fortuitous and CWC’s expected growth would 
not appear to justify the multiple paid.  That said, the sell-off has gone too far, with technical factors 
exasperating the rout.  With a roughly 8% miss in guidance, which admittedly was revised down just 3 
months after giving guidance, we would have expected a stock price decline of 8% plus some additional 
drop for a credibility hit.  So, at a quick glance, the actual drop was closer to 2.5-3x the magnitude of what 
would seem justified shorter-term.  LILAC’s management team thought the selling went too far and voted 
with its pocketbook.  LILAC reversed an earlier stance that it would not repurchase LILAC shares and 
announced a $300 million buyback on a Sunday night (November 6).  Furthermore, four different Liberty 
insiders (including CEO Mike Fries) purchased over 130,000 shares of LILAC over the week following the 
decline.   

CWC’s disappointing Caribbean Q2 and Q3 stem from a combination of management distraction from two 
large merger integrations, as well as from a stronger competitive response from its primary rival, Digicel.  
In response to the previously mentioned CWC/Columbus deal, the already heavily leveraged Digicel laid 
fiber to-the-home in Jamaica, Trinidad and Barbados, three large markets for Columbus.  While Digicel 
caused some shorter-term problems for LILAC, the move has placed tremendous strain on Digicel’s balance 
sheet, with the company now leveraged at 6x and certain press reports suggesting the private company 
faces a possible credit event.  It is worth noting that in addition to its high leverage (~6x), Digicel has 
substantial naked F/X exposure as its debt is denominated in dollars while nearly 50% of its revenue base 
is denominated in foreign currencies, with the three largest exposures in New Guinea, Haiti and Jamaica.  
These three countries have suffered currency declines of roughly -50%, -70% and -50% respectively over 
the past 5 years.  In laymen’s terms, there is the deep end of the pool…and then there are stormy, shark 
infested waters where Digicel has chosen to swim. 

In order for LILAC’s stock to rebound, it must show improved performance in CWC territories.  LIALC 
believes a focused team, an exclusive Premier League offering, and price increases should all help short-
term results.  LILAC could also substantially benefit from Digicel difficulties, or at the very least, from a 
rational duopoly structure.  Digicel has already announced price increases in Barbados, Antigua, St. Kitts 
and Nevis while LILAC announced price increases in Barbados and Trinidad following the third quarter.  
LILAC does face challenges in its Bahamas territories, where results will be pressured from a deregulated 
market.  It should also be noted that unlike LGI, LILAC faces a meaningful cash tax burden and it is far from 
clear whether LILAC and its merry bunch of tax lawyers/accountants can find clever ways around the 
system.  It is also possible that investors will struggle with LILAC given its substantial complexity.  The 
government owns chunks of various CWC markets and therefore there is confusion between the actual 
“owned” EBITDA and reported numbers.  (Complexity with a Liberty entity?!  Imagine that!)  On the plus 
side, most of the CWC’s territories operate in dollar-peg countries, and therefore the total non-dollar peg 
exposure of total LILAC is roughly 35 percent.  Should business improve, we suspect many US investors will 
return to LILAC because of this lessened F/X exposure.  

Furthermore, there are enormous synergies from the past two mergers that will be realized in the coming 
years ($25-$30 million remaining from Columbus and another $150 million from LILAC/CWC).  Mike Fries 
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and the LGI team are certainly open to criticism on several angles, but this team has consistently hit and 
exceeded merger synergy targets and we have full confidence this will repeat with CWC.  Most of the 
synergies will likely be realized by 100%-owned Columbus.  Assuming similar performance by Chile/Puerto 
Rico, it will take little organic growth at CWC for “owned” EBITDA to approach Liberty’s 7-9% targets.   

The central debate on LILAC will center around its valuation.  We won’t rehash all arguments here, but 
instead simply state there is substantial precedent support suggesting that the cable assets are worth at 
least 8x EBITDA and likely more.  Bears will argue that the company should trade closer to 6x EBITDA, in-
line with mobile dominated LATAM telecom companies.7   But, in our opinion, the best argument for 
valuation can be made by simply valuing the company on a “sum of the parts” basis, as one can look at the 
value of LILAC’s individual pieces and argue that the implied valuations make little sense against the current 
adjusted enterprise value.  Assume Chile, the best asset within the LILAC portfolio, is worth 9x EBITDA (it 
could likely be sold for considerably more) and the slower growing but monopolistic Puerto Rico assets are 
worth roughly the pre-synergy multiple paid for OneLink and Choice (somewhere between 7-8x), while 
Columbus is worth the same $3 billion enterprise value when purchased by CWC.8   The residual enterprise 
value would imply a whopping 2-3x multiple for non-legacy CWC, with the multiple shrinking even at no 
growth, assuming we are directionally correct on the Chile/Puerto Rico trajectory.  While several markets 
face challenges, CWC still holds dominant positions in multiple countries and therefore we find it very 
difficult to believe this value makes any sense.   

Certainly, it could take time for CWC’s operations to turn, and this could delay the deal making that LILAC 
wants to pursue.  But even absent further deals, it is not hard to envision IRRs of 15-20% for LILAC.  The 
LATAM market is fragmented, and we would expect further consolidation over time.  Whether LILAC is the 
hunter or hunted will depend on how its current 7x owned multiple trends over the coming years.    We 
have no illusions that the path will not be linear and that successfully integrating CWC could take time.  
Additionally, while LILAC’s true foreign exchange exposure may be limited, the name very well could be 
lumped into the emerging market penalty box, should the dollar continue ascending.  Over a multi-year 
period, however, we believe LILAC can climb its way out of the current grave it dug for itself -- but even 
moving the dirt a couple of feet higher could produce substantial gains     

  

                                                           
7 We do not find these arguments credible.  Although mobile services comprise roughly 40% of total revenue, nearly 
60% of this exposure comes from Panama and the Bahamas, where the government owns roughly one-half of the 
business.  Therefore, on an “owned” basis, the actual exposure is closer to 25%, when also factoring in owned 
Jamaica revenue.  This exposure is far less than the comparables cited by certain sell-side analysts.   
8 CWC’s acquisition of Columbus valued the operations at roughly $3 billion enterprise value.  For a division that 
generated $296 million in EBITDA LTM 09/30/16, and likely has another $100 million of cost savings coming, this 
would imply valuations of 10.2x and roughly 7.8x when the synergies are realized.     
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Patrick Brennan, CFA 
Brennan Asset Management 
patrick@brennanvalue.com 
T: (707) 738-5654 
 
 
PLEASE SEE IMPORTANT DISCLOSURES BELOW 
BAM’s investment decision making process involves a number of different factors, not just those discussed 
in this document.  The views expressed in this material are subject to ongoing evaluation and could change 
at any time.  

Past performance is not indicative of future results, which may vary. The value of investments and the 
income derived from investments can go down as well as up. It shall not be assumed that recommendations 
made in the future will be profitable or will equal the performance of the securities mentioned here. While 
BAM seeks to design a portfolio which reflects appropriate risk and return features, portfolio 
characteristics may deviate from those of the benchmark.  

Although BAM follows the same investment strategy for each advisory client with similar investment 
objectives and financial condition, differences in client holdings are dictated by variations in clients’ 
investment guidelines and risk tolerances.  BAM may continue to hold a certain security in one client 
account while selling it for another client account when client guidelines or risk tolerances mandate a sale 
for a particular client.  In some cases, consistent with client objectives and risk, BAM may purchase a 
security for one client while selling it for another.  Consistent with specific client objectives and risk 
tolerance, clients’ trades may be executed at different times and at different prices.  Each of these factors 
influences the overall performance of the investment strategies followed by the Firm.  

Nothing herein should be construed as a solicitation or offer, or recommendation to buy or sell any security, 
or as an offer to provide advisory services in any jurisdiction in which such solicitation or offer would be 
unlawful under the securities laws of such jurisdiction.  The material provided herein is for informational 
purposes only. Before engaging BAM, prospective clients are strongly urged to perform additional due 
diligence, to ask additional questions of BAM as they deem appropriate, and to discuss any prospective 
investment with their legal and tax advisers. 
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