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Notable Holdings & Developments 
 
Fox Factory Holding (FOXF) 
This Braselton, Georgia suspension component company designs, engineers, manufactures, and 
markets ride dynamics products worldwide.  The company offers front fork and rear suspension 
products for mountain bikes, road bikes, and e-bikes; and powered vehicle products for side-by-side 
vehicles, on-road vehicles with off-road capabilities, off-road vehicles and trucks, all-terrain vehicles, 
snowmobiles, specialty vehicles and applications, motorcycles, and commercial trucks.  It also provides 
mountain and road bike wheels, and other performance cycling components, including cranks, chain 
rings, pedals, bars, stems, and seat posts, as well as sells aftermarket products to retailers and 
distributors.  The company owns, licenses, and sells under the FOX, FOX RACING SHOX, and RACE FACE 
trademarks.   
 
When we took a position in Fox Factory, a year before COVID-19, our fundamental thesis was that Fox 
Factory would benefit from both millennials and boomers who are buying bikes, RV’s and off-road 
vehicles to get outdoors more.  In addition, we saw an added benefit in the fact that Fox products are 
the consumable part of these vehicles.  Suspension components wear out and need repair or 
replacement.  At that time the company was in a transition phase where it was moving operations 
from Scotts Valley, CA to Braselton, Georgia to lower costs, lower taxes and consolidate operations for 
increased efficiency.  While the financial statements looked great, we were most impressed by the 
operational excellence.  The supply chain was becoming less dependent on China.  A history of smart, 
immediately accretive acquisitions was encouraging.  As an affinity brand that caters to professional 
racers and factory sponsored athletes, Fox has been moving down stream to the broader enthusiast 
which is expanding their total addressable market. 
 
COVID-19 was initially a threat to the funds position.  Factories were closed, unemployment at historic 
levels, and a lock down that told everyone to shelter-in-place.  Under these circumstances, how could a 
bicycle and off-road vehicle suspension company thrive?  As we all know now, we’ve all been creative 
in finding ways to get outdoors, stay active and exercise responsible social distancing.  Fox Factory 
products are the most sought-after brand at the center of the activities that get us outdoors, as a 
family or a group, that doesn’t require close contact.  If you buy a mountain bike, road bike, 4X4 truck, 
motorcycle, ATC, dirt bike, motorhome or other RV; most owners want Fox Shox and wheels.  Recent 
earnings calls from RV manufacturers Thor, Winnebago and Polaris Industries reported that sales are 
up, especially for families looking for a new outdoor activity.  While Fox is trading at 38.4 times 
earnings, when guidance is restored we expect Fox to trade closer to a market multiple of 16-20 times. 
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ULTA Beauty (ULTA) 
Ulta Beauty, Inc. operates as a beauty retailer in the United States.  The company's stores offer 
cosmetics, fragrances, skincare and haircare products, bath and body products, and salon styling tools; 
professional hair products; salon services, including hair, skin, makeup, and brow services; and others, 
including nail products and accessories.  It also provides private label products, such as the Ulta Beauty 
Collection branded cosmetics, skincare, and bath products, as well as Ulta Beauty branded products; 
and the Ulta Beauty branded gifts.  As of May 2, 2020, the company operated 1,264 retail stores across 
50 states.  It also distributes its products through its Website, ulta.com. 
 
When we bought ULTA Beauty, all the data told us this was a great consumer cyclical that was firing on 
all cylinders.  The selfie generation was buying product and in-store services to look their best on 
camera, while older millennials were trying to look their best for job interviews.  On a forward earnings 
basis the company appeared to have lots of growth in its future; then we got a poor earnings call.  CEO 
Mary Dillon wasn’t optimistic about her own industry and the stock declined.  Then COVID-19 hit and 
all 1,264 stores closed.  Ulta reported Q1 results after the bell on May 27th, and results were ugly, 
although again that is what one would expect, as the company closed all of its stores on March 19th. 
The company saw year-over-year revenue decline by 32.8%. The typically profitable company reported 
GAAP EPS of -$1.39, missing analyst estimates by $2.17.  Mary Dillon had this to say on the call: 
 

"Last month, we began the reopening process with the launch of curbside pickup. And on May 11, we 
reopened 180 stores to guests, including many with salon services. As of today, 840 Ulta Beauty stores 

or about two-thirds of the fleet offer curbside pickup. 333 stores or about a-quarter of the fleet are 
open to guests for retail, and 283 of those stores are open with salon services. While it's early in the 

reopening process, we've seen stronger-than-expected sales in reopened stores, and we're seeing great 
guest engagement with our salon services with many appointments booked several weeks out." 

 
Customers who book those in-store appointments spend 3X the typical customer.  Obviously reopening 
is critical as those services are where the growth will be.  ULTA also scrambled and put technology in 
place that lets consumers try products online with their GLAMLab online tester. 

 
GLAMlab "allows users to virtually discover and try out thousands of beauty products. Since the crisis 

began, guest engagement with the tool has increased nearly five times,  
and more than 30 million shades have been tested virtually." 

 
ULTA is working fast to capitalize on their omnichannel strategy.  CFO Scott Settersten noted that comp 
e-commerce sales increased over 100% for the quarter.  Given this, it seems prudent that Ulta is 
increasingly leveraging this omnichannel strategy, including pulling forward the completion of its "fast 
fulfillment" center in Jacksonville, Florida, and expanding its ship-from-store capabilities.  While we 
have a -35.5% loss on our position, we are optimistic that ULTA is a great holding for the reopening. 
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Market Moves 
During the current global pandemic, we continue to see the biggest investment opportunities in 
Healthcare, Biotech and Technology companies, as the world struggles to cope medically quickly begins 
to adjust to a new normal where daily work, shopping, and entertainment happens at home and 
requires a whole new level of internet access, security and collaborative applications.   Despite many of 
the uncertainties in the economy right now, the general direction of the market is positive.  However, 
our cash position remains strong as we anticipate lots of volatility in the third quarter and will continue 
to add positions where we see the most long-term value.  
 
Fund exposure to China  
Crystal Waters Partners continues to hold no long positions in Chinese companies.  We find the market 
less transparent and the geopolitical climate far too risky for our limited partners money despite some 
good companies.   
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Economic Outlook    
Markets pulled back end of June as increasing coronavirus cases in key states such as Florida and Texas 
raised concerns about the nationwide economic reopening effort.  While there we some puts and takes 
on the macroeconomic front (great durable goods orders, mixed housing numbers and a miss on 
personal spending) it is coronavirus fears that are in full control at the moment as the market attempts 
to handicap at what rate states can safely reopen and even more importantly, where consumer 
confidence stands in terms of willingness to reenter the economy (reopening may speak to supply but 
demand remains highly uncertain).  
 
Job losses have been reversing as more people are going back to work.  A record jobs gain of 4.8 
million in June smashed expectations.  The unemployment rate fell to 11.1%, better than the 12.4% 
estimate, as Nonfarm payrolls rose by 4.8 million in June, much better than the expected increase of 
2.9 million. 
 
Personal consumption expenditures (PCE) -- i.e., personal spending, which accounts for over two-thirds 
of U.S. economic activity -- increased 8.2% (or $994.5 billion) in May, missing expectations for a 9.2% 
increase, following a 12.6% decline in April.  When adjusted for inflation, real PCE increased 8.1% 
monthly, a miss versus the 8.7% advance expected, following a 12.2% decrease in April. 
 
The Institute for Supply Management (ISM) Manufacturing Business Survey Committee reported that 
the June PMI registered 52.6 percent, up 9.5 percentage points from the May reading of 43.1 percent. 
This figure indicates expansion in the overall economy for the second straight month after April's 
contraction, which ended a period of 131 consecutive months of growth. 
 
While our economic indicators remain overall negative, the stock market has acted independently 
and once again is becoming more bullish as investors look past the current conditions.  Ultra-low 
interest rates and optimism that the nation is re-opening are encouraging investors to buy stocks 
on the assumption that a significant rally will occur once we all get back to work and a vaccine is 
announced.  However, valuations for many companies are stretched too high so we’ve held 
enough cash to buy in the next market decline which we think could happen in the second quarter 
earnings season. 
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Economic Health:   
Our economic dashboard indicates an overall negative environment for the real economy.  Because 
conditions are rapidly improving the stock market has begun to price in an optimistic future.  

 
 
 
* Reported Quarterly 
** Normal economic cycle is considered between 75-100 
*** <300K is indicates expansion, >300K indicates contraction 
**** 3-month average of 0.50 percentage points above the trailing 12-month low is considered recessionary 

Economic Positive                    Economic Neutral                  Economic Negative 
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Market Valuation 
Despite the market correction in February and March the market is still stretched, although it may 
remain so until we see a sustainable change in higher rates and inflation.  
 
The Wilshire 5000 vs. the GNP is probably the best single measure of where valuations stand at any 
given moment, and the S&P is currently 30% above the GNP, signaling an overvaluation and a likely 
retracement eventually to the mean (GNP).   

 
 
That said, the market valuation is highly sensitive to the interest rates as well as inflation.  The lower 
the interest rate and inflation, the higher the market valuation.  The Shiller P/E Ratio accounts for 
these factors by dividing the current index price by that earnings average of last 10 years of earnings 
adjusted for inflation.  The ratio has dropped from 32 in February to 29 as end of June.  It is less than 
20% above its 10-year average, and indicates that current valuation for the S&P as a whole, while high, 
is within a realistic range.  
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Additionally, with low inflation and low interest rates, it’s not unusual for market valuations to remain 
stretched for some time.  With inflation at 1.5%, the current (non-adjusted) P/E of 21 is not completely 
out of line with historical P/E ratios, and we may have to wait for rates and/or inflation to increase 
before market valuations adjust downward.   
 

 
 
The Economic and Market Valuation indicators are telling us that markets are somewhat stretched, but 
can go higher for a while, before reverting to the mean.  We are using this as an opportunity to capture 
profits at elevated prices with the expectation of adding back at lower prices.  We do this by trimming 
our most elevated growth stocks when they reach very overbought levels, and then buy them back 
again after a sell-off correction.   
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The Business Cycle:   
The short-term debt cycle is associated with a business cycle that runs about 5 to 8 years.  Essentially, 
decision makers get increasingly optimistic which lowers the quality hurdle in order to fund a project. 
Invariably, their optimism makes them fund bad projects, thereby eventually throwing us into a 
recession. Debts are then written down, which clears the way for the next growth spurt.  Tracking the 
corporate debt market gives you a good sense for where you are in the business cycle.  High yield 
Corporate bonds are an especially good indicator.    
 

 
 
The green region in the graph below defines the rough boundaries of the business cycle.  The red price 
line is one indication of business optimism or pessimism.  Prices have re-entered the green region 
establishing the start of a new business cycle.  The area above the green region would indicate ‘Late 
Cycle’ and the area below would likely indicate a recession or serious contraction of economic activity. 
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