
The most pronounced catalyst for this change of fortune is obviously the Covid-19 virus, and the 
global changes in human behavior that have been undertaken to control its spread.  While this issue 
is historic for the changes to daily life across the globe, it is not the only feature to change investor 
opinion from confidence into panic. 

In the cascade of events that have recently unfolded, in addition to Covid issues is a fracturing of 
OPEC coordination and the subsequent halving of the price of oil and gas.  For companies involved in 
the Exploration and Production of oil, there is a direct impact to be felt.  For other companies in 
energy related businesses, the drop in price has either a muted effect or can even be a positive.  The 
drop in oil commodity prices does not only impact the energy industry, and can actually have a 
stimulative effect on consumers (via lower gas prices at the pump), on trucking/transportation 
companies, and companies that use refined products as inputs (plastics and other goods), and is 
favorable to companies that store/deliver the increased supply.

For the quantitative update, after the longest official bull market run in US history, stocks produced a 
reversal into bear market territory in a matter of weeks.  The large stocks of the S&P 500 Index 
erased a positive January to end the first quarter at -21%. The smaller stocks of the Russell 2000 
Index plummeted an even more severe 32% on average.  Rounding out the global meltdown of 
stock prices for the trailing 3 months was the EAFE (Europe, Asia, Far East) Index, which dropped 
23.5%.  

In a very short summary, the global economy is temporarily (for certain) going from growth to 
recession in the near term.  Whether the US economy is headed for a lasting recession or not likely 
depends on numerous, and as yet defined, considerations.  If workers are restricted and ultimately 
lose jobs for longer than 6-12 months, the economic impact will be more negative and last longer 
than presently anticipated.  If the government stimulus measures don't buffer consumers and can't 
provide interim support, the recessionary impact could last into future periods.  If business as usual 
isn't visible within a few short months, the uncertain length until full recovery could be extended.

Another result of the recessionary drift at present is that interest rates continue to plumb new lows.  
Rates are at historic low levels in the US and globally, and also can result in positive support for some 
businesses.  While the virus has caused some dislocation in regular behavior (rent payments, office 
landlords, movie exhibitioners, concert/sports stadiums), it also has lowered the costs of borrowing 
to own these assets.  To the extent that income is only temporarily disrupted, the long term cost 
reductions of lower interest payments may yield more favorable results to real estate/asset owners 
in the future.  Lower rates also leads to higher re-financings and housing turnover, and attendant 
spending on repairs and improvements.

This first update of the new decade will be extraordinary- for the severe change in market direction, 
and for the amount of news flow to digest.  

Market Summary
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“History may not always repeat itself, but it often rhymes” as Mark Twain said.  

Statistically, once the market has “corrected” or dropped over 20%, there are two ways to observe 
how long it takes to come back to “even”.  If the overall economy enters a recession, where growth is 
negative for longer than 12 months, stocks on average take 4 years to recover.  If these corrections 
don't coincide with prolonged negative economic growth, corrections average 10 months to recover.

For context, we present the following charts and statistics on stock market performance and prior 
recessions.  The central point of this historical perspective and statistics is to realize that while it 
always feels different this time, we are still within the bounds of normalcy.  Considering that the 
stock market lost at least 20%  fifteen different times since 1957 while still reporting 10% annual 
growth helps illustrate the point.  Time horizons over 5 years is what is required to turn a volatile and 
unpredictable stock market into a compounding investment machine.
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Source: LPL Research, CFRA FactSet 3/17/20

* The current bear market is still active

A bear market is when a stock index or security closes 20% or more below a 52-week high.   For this analysis, we take liberty with this and include 19%.

The modern design of the S&P 500 Index was first launched in 1957.  Performance before then incorporates the performance of its predecessor index, the S&P 90.

All indexes are unmanaged and cannot be invested into directly.  Past performance is no guarantee of future results.

August-56 October-57 14 -22% 11 Yes

December-61 June-62 6 -28% 14 No

February-66 October-66 8 -22% 7 No

December-68 May-70 17 -36% 21 Yes

January-73 October-74 21 -48% 69 Yes

September-76 March-78 18 -19% 17 No

November-80 August-82 21 -27% 3 Yes

August-87 December-87 4 -34% 20 No

July-90 October-90 3 -20% 4 Yes

July-98 August-98 1 -19% 3 No

March-00 October-02 31 -49% 56 Yes

October-07 March-09 17 -56% 49 Yes

April-11 October-11 6 -19% 4 No

September-18 December-18 3 -20% 4 No

February-20 March-20 1* -30% ? ?

Average For All Bear Markets 12 -30% 20

18 -37% 30

7 -24% 10

Average Bear Market (In Recession)

Average Bear Market (No Recession)

Month
 of Peak

Month
 of Low

Length of
Bear (Months) % Decline

Length of
Recovery (Months) Recession?

Bear Market Recoveries
S&P 500 Index Length Of Time To Recover From A Bear Market
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Recessions are not unique, nor are they insurmountable to live through or to invest through.  
Estimates for US economic GDP growth have turned from anticipating 3-4% annual improvement 
towards -2 to -4% in the short term.  It is rarely the case that short term drops, especially when 
caused by something external (like a virus) creates a long term environment where investment 
opportunities cease to exist.  Similar to the “one time” bump in growth due to the recently lowered 
tax rates, this could simply be a “one time” limited shock that we anniversary next year with a 
resumption of growth.

Should our return path to “normal” be dramatically different in the US than it is in other countries 
that are “beating the curve”, it becomes harder to anticipate results.  If schools are loathe to re-
open, if live concerts and sports attendance is not to return, if travel and work patterns fail to return 
to normal levels- these would be changes to society and then to economics that have not been 
presented before.  Our belief is that capitalism has a role in promoting the societal and economic 
incentives that have allowed prosperity, freedom and work to promote the highest standards of 
living, and we believe a return to “normal” post virus concerns is in order.

While much of the commentary in this report is trying to put context to what should be a manageable 
and temporary state of economic affairs, there is obviously an aspect of these times that is novel and 
uncertain.  Much of what is being observed in market prices and in company commentary is 
centered on supply disruptions and short term gaps in work flow.  These issues seem surmountable 
and similar to concerns of prior cycles and events.

Aurora Outlook

Looking toward other countries, and tapping into the unified spirit that Americans have exhibited in 
the face of prior challenges (9/11, World Wars, assassinations, etc.), we believe Americans' desire 
and intent is to cure what presently ails us- medically and socially- in a return to prosperity in due 
time.

Benjamin Graham literally wrote the book “Intelligent Investor”, and we at Aurora always benefit 
from referring to his central theme.  “Are we investors, or are we speculators?”  “The investor's 
primary interest lies in acquiring and holding suitable securities at suitable prices.  The speculator, 
on the other hand, cares mainly about anticipating and profiting from market fluctuations.”  Aurora's 
Growth At a Reasonable Price discipline is an investment strategy, and while reacting to changes in 
both a company's fundamentals and stock price is part of our strategy, holding our positions in 
profitable enterprises over longer periods is essential.

Extended demand destruction is the real risk that might plausibly derail otherwise normal recession 
and recovery cycles.  Demand destruction is when gasoline prices well below $2 don't promote 
savings or more miles driven.  Demand destruction results from permanently changed behavior, 
reduced employment, lack of lending, and seizing up of confidence for extended periods of time.

“Effort and courage are not enough without purpose and direction.” John F. Kennedy

David J. Yucius, Jr., CFA
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Aurora Investment Strategy and Company Specific Examples
Going into the end of 2019, and through the latest rebalancing in February, Aurora had been 
positioning portfolios to be more conservative.  The idea was that certain areas were getting 
expensive in the bull market euphoria, and that certain companies were too leverage dependent on 
borrowings to finance growth.  

While well timed and intentioned, the application of this strategy has not been of benefit to this 
point.  There are various explanations, always tied to specific company dynamics, and below we will 
illustrate some examples.  The intent is to allow for better understanding of Aurora's approach, the 
reasons for optimism, and the acceptance of change that exists in your current investment holdings.

Norwegian Cruise Line (NCLH) - Aurora purchased shares in this profitable and growing business 
in early 2015, paying roughly $47 per share.  Aurora had sold roughly half these shares in 2016, 
when they were selling for $58.  Norwegian Cruise lines appeared well positioned going into 2020 
and beyond.  They had new ships, lowered capital expenses, and when the virus first broke had 
almost no China tours.  While other cruise lines (Princess) in particular looked more exposed, Aurora 
took advantage of a 30% decline in share price to add to our position.  As facts emerged, it has 
become apparent that all cruise lines have lost all visibility into a return to “normal” sales and 
earnings, and so the stock does not suit Aurora's requirements for earnings growth.  Aurora will be 
selling the stock due to the impact on its fundamental ability to create earnings growth.

Diamondback Energy / Viper Energy Partners (FANG / VNOM)

VNOM is a related company to FANG, in that FANG sponsored VNOM stock by spinning off royalty 
rights on several land holdings to VNOM.  Thus VNOM is a very “asset light” company that exists to 
pay dividends to shareholders commensurate with minerals (oil, gas, water, etc.) extracted.  VNOM 
has other interests in the Permian which assist in supporting production royalties besides those 
related to FANG.  Aurora first bought VNOM in 2015 at a price of $15, and with an annual dividend at 
7%.  Since then, Aurora clients have enjoyed the 7% average annual dividend payments, while also 
seeing a stock price rise above $30, where Aurora took some profits.  

Given the general health of the economy, and given FANG's excellent position as one of the lowest 
cost drillers for oil/gas in the Permian Basin (one of the most efficient areas in the US to drill), we 
started buying FANG stock in 2015 for a cost of $80.  As their production rose, they acquired more 
reserves and financially secured sound footing, the stock climbed to a high of $140- and Aurora sold 
a portion at profit.  Given the sudden drop in oil price, all Production company stocks are suffering.  
FANG has quickly moved to cut costs, and has ensured protection of cash flows and assets in the long 
run.  FANG also has hedged most of 2020 oil at a price close to $50, well ahead of its cost to produce.  
The stock Aurora holds today is selling for $26, a bargain in our long term view.

Today, given the uncertainty over the price of oil presently, and concerns that production companies 
(FANG) will scale back future production for a long period, the stock has fallen to $7 per share, and 
carries a dividend yield of 26%.  While Aurora is monitoring the impact of future production cuts, this 
company is very well positioned for the future should demand and pricing return, and likely pays 
shareholders a fair dividend in the meantime.  
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Enbridge Inc. / Enterprise Products Partners / Phillips 66 (ENB /EPD / PSX)

Ryman Hospitality Properties / Cedar Fair / Six Flags Entertainment Corporation

Lamar Advertising Company (LAMR)

Another previously conservative stock sector had been leisure / real estate.  Given these properties 
own long term assets (Ryman's Grand Ole Opry is over 50 years old, as is FUN's Cedar Point), and 
given a strong consumer/employment backdrop, these appeared to be stable enterprises.  As 
REIT's, these stocks also pay shareholders a high percentage of income as dividends, giving the 
stocks a buffer of downside protection.  Corona 19 has obviously had its impact on travel and crowd 
related activities.  How long these confinements last and when these companies can resume their 
scheduled operations remains to be seen.  Aurora has owned many of these stocks for some time, 
and have enjoyed roughly 5% annual dividend payments.  We have also seen the stock prices rise 
over the past few years, and have sold shares at greater than 50% gains.  Presently, we still hold 
RHP and FUN, which have corresponding dividends set for 11% and 22%, should management 
continue to pay at the past rates.

Similar to VNOM, the above companies are in the business of transportation, pipelines, and storage 
of oil products.  They typically operate with long term contracts for supply and price with their 
customers, and the assets they own are very hard to replicate and are made to last many years.  
While the change in production from US companies and the altering of demand for oil products in an 
extended recession are concerns, it can also be seen that lower oil prices can stimulate demand and 
lead to higher storage and transportation needs.  These companies appear to be stable in the short 
term, and may even see benefits to the return to “normal” economic conditions.  These stocks 
currently pay between 6% and 12 % dividend yields.  While the short term stock drops were not 
anticipated by Aurora, adding to shares at these greatly lowered prices is consistent with our long 
term view for their respective businesses.

(RHP / FUN / SIX)

We should also segment out Six Flags, to illustrate the nuances that can occur for similar companies.  
Aurora first purchased SIX stock in 2016 for roughly $55, enjoying a 5% dividend yield. SIX decided 
to grow by investing in a Chinese park.  Their Chinese construction partner firm was behind schedule 
in delivering, and in January announced they were financially unable to deliver the park for SIX to 
operate.  In advance of this culmination, Aurora sold the stock at $38, before management cut the 
scheduled dividend payment to shareholders.  Clients avoided a further drop in SIX stock down to 
$12, along with the greatly reduced dividend.

LAMR operates an outdoor advertising business (billboards, bus stop signage).  Because these ads 
are not affected by things like mail or have not become less effective with Internet usage, the 
business has been very stable.  Serving large customers with long term leases, this business has 
tended to not be overly cyclical.  While the company does carry debt, the stability of its business and 
assets typically allows for a large (6% average) dividend yield.  Aurora first purchased this stock in 
2016 for $68, and has sold some at higher prices approaching $95, while earning dividends in 
addition.  The stock has recently fallen to below $40, and Aurora is purchasing more shares in select 
accounts with the dividend rate at 8.8%.
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Generac Holdings Inc. (GNRC)

AKAM operates the “guts” of a technology network that delivers video to multipoint computers over 
the Internet.  As services such as Amazon Prime Video has shown usage jump over 40% during the 
Covid outbreak, AKAM's value is enhanced.  While the deferral of programming such as the Olympics 
and the Masters creates gaps in usual demand, clearly AKAM services are in demand presently and 
for the immediate future.  We bought AKAM in 2017 at roughly $46, and have sold some at profit 
around $75 in the interim.  As the stock had fallen roughly 20% recently, we are looking to add to our 
position opportunistically.

Electronic Arts Inc. (EA) 

There are successes and failures listed in the above stock specific examples.  There also lies 
opportunities and the potential to profit from a return to “normal”.  By taking a longer term view, and 
monitoring company's interim results and finances, Aurora will stay committed to investing 
according to our GARP philosophy.  We believe that with time, recessions and pandemics included, 
this philosophy will continue to deliver quality equity returns for clients. 

Sysco Corporation (SYY)

Akamai Technologies, Inc. (AKAM)

Sysco trucks are often seen provisioning grocery stores and restaurants with food and other 
supplies.  This long operating company uses its scale to create efficiencies for thousands of small 
business customers, and enjoys a strong competitive position.  Aurora first purchased the stock in 
2015 for roughly $65, accepted a 3% dividend yield and watched the stock climb above $80.  
Earnings for the company increased over 12% each year, and management increased cash flow 
while re-purchasing some 15% of shares outstanding.  Aurora has sold some shares at profit.

Recently, the stock fell as low as $35 (off 50%).  Aurora believes that its assets and competitive 
standing will allow SYY to continue to serve and profit from their varied customer base.  While home-
bound consumers are certain to stress SYY's restaurant customers, a return to “normal” will 
certainly ease investor concerns and resume earnings growth.

Like AKAM, EA's video games have been seeing higher usage as a result of the home confinement.  
EA has not only been growing by publishing more titles and games, but also is growing more 
profitable by delivering these games online, rather than solely by selling hard discs.  Further, EA has 
shifted to charging gamers for “in game” items that augment play- creating a subscription like 
revenue stream that also can benefit from higher usage.  Like many stocks, EA has gotten cheaper 
in recent weeks (falling 20%), but we believe the long term business opportunity remains bright.

Generac is an old line manufacturing company in the business of backup power and generators.  This 
business has historically been very steady, and has recently been modernizing to include 
environmentally friendly battery backups and generators.  In states like California, there has been 
strong uptake in demand for Generac products given the failures of utilities as well as moves towards 
solar generation.  GNRC has been steadily growing earnings at 17% over the past 5 years.  Aurora 
first bought GNRC at roughly $80 in 2019.  The stock climbed to over $110 earlier this year, and has 
fallen 25% to $80.  Aurora would add to its positions.

*Aurora opinions and share positions are subject to change at any time.  The above commentary should not serve as a recommendation to 
buy/sell/hold any stock(s).  Past performance is no guarantee of future results.
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