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TWST: Could you tell me a little bit about the firm?

Mr. Trompeter: Tradition Capital Management was founded in
2000. Our client base is made up of high net worth individuals and
smaller institutional clients. We offer a range of equity and fixed income
separately managed strategies for those clients.

TWST: Is there a unique investment philosophy with the
funds you work on?

Mr. Trompeter: I would call the strategy that we use in the
equity side “growth at a reasonable price.” So we’re looking for
companies that have a good revenue growth, certainly strong EPS growth,
some type of sustainable competitive advantage that allows the companies
to generate better-than-average margins, and we want companies that
have management teams that are shareholder friendly.

TWST: What are some of the concerns that you’re seeing on
the part of high net worth individuals and some of these smaller
institutions that you work with?

Mr. Trompeter: Well, I think clients recognize the stock
market has done very well. We have been pointing out the fact that with
the stock market close to all-time highs, we don’t expect the return from
stocks going forward to be as attractive as the long-term historical
average of roughly 10% total return. On the fixed income side, with
interest rates at very, very low levels, the expected return from both
short-term investments and intermediate-type funds also will be well
below historical averages.

TWST: Is there a stock that you find interesting now?

Mr. Trompeter: There are a handful of stocks that we think are
significantly undervalued. One that would fit the criteria that I described
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before would be Lowe’s (NYSE:LOW), the home-improvement retailer,
which is the second-largest company in the home-improvement retailing
area behind Home Depot (NYSE:HD). The company would benefit from
continued improvement in the housing market. Certainly, the fact that
home prices have been increasing over the last few years as well as
greater demand for home ownership has encouraged homeowners to
either invest in their existing properties, or if they purchase a new
property, there’s always generally investment on the part of the homeowner
once the purchase is completed.

TWST: And they’ve got a number of people who come in
there who are the do-it-yourselfers?

Mr. Trompeter: They do. They have both do-it-yourselfers,
and they also very much are trying to attract professional contractors as
well. So they have a separate area that’s directed toward professional
contractors. They’re trying to improve the service and end-product
offering to appeal to those customers as well as the do-it-yourselfer.

TWST: With the professional contractors, a store like
Lowe’s or even one like Home Depot, the homeowner can go in
and look at the different options for what they might want and
then order it through their contractor. Is that one of the benefits
of these stores?

Mr. Trompeter: Well, certainly they could do it that way.
Even the stores themselves will help the homeowner/do-it-yourselfer
in terms of some education classes, or in some cases, they’ll actually
do installations if that’s what the homeowner wants. So the homeowner
doesn’t even necessarily have to go out and look for a contractor.
Some of the services that Lowe’s and Home Depot offer, they have
their own professional installers.
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TWST: They also have a pretty wide variety of items in the
stores, just not hardware and things like that; it’s a lot of different
things for the home.

Mr. Trompeter: That is definitely the case. They offer
plumbing, electrical, all sorts of kitchen types of items, renovation-type-
related products, appliances. They do a very large seasonal business in

we do think there are significant opportunities for consolidation,
particularly internationally.

TWST: And is that a kind of apparel that there’s a sizable
market for via online purchases, either through some kind of direct
channel or different retail operations?

Mr. Trompeter: That’s true. Hanesbrands has their own online

terms of lawn and garden. So they sell all
sorts of products to help the do-it-
yourselfer who either wants to fertilize or
cut their lawn, or actually put in new trees,
shrubs and flowers.

TWST: I would think that no
matter where the economy goes, if
there’s a correction in the market or it’s
robust, that there’s still going to be the
need for people to go out to these stores
and get things for their homes?

Mr. Trompeter: That’s true.
Although there is some cyclicality
associated with the demand for housing,
but we believe that we’re in the middle
innings of what we expect is going to be a
reasonably long and improving housing
cycle. So we look at that as a tailwind for
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website, plus it’s one of the brands that’s
most  in-demand on  Amazon’s
(NASDAQ:AMZN) website, and you can
order various Hanesbrands products on
other retailers’ websites as well. So while
online has certainly been very disruptive for
the retail store industry in general, it won’t
necessarily be bad for Hanesbrands
because, again, it’ll just provide opportunities
for customers to be able to purchase products
in whatever format they choose.

TWST: Did you want to
mention another company?

Mr. Trompeter: Another one
that we think is significantly undervalued
would be Devon Energy (NYSE:DVN).
It’s an exploration and production company
in both the oil and natural gas areas. Those

Lowe’s. There are opportunities for

equities than bonds or cash.

companies went through a very difficult

Lowe’s to drive more business through Companies include: Lowe’s Companies | (16, and Devon is considered one of the
their existing stores. They also offer online | (NYSE:LOW); Home Depot (NYSE:HD); | pest E&P companies in terms of its
Hanesbrands (NYSE:HBI); Amazon.com | iesource base and financial condition. We

ordering and pickup as well. And there is
room for them to also close the margin gap

(NASDAQ:AMZN); Devon Energy Corporation

think natural gas prices are at the low end

(NYSE:DVN); American Express Company

between Lowe’s and Home Depot.

TWST: Did you want to (NYSE:AXP);

JPMorgan

of the range. We think oil prices are kind of

Chase & Co. | iy the middle of what we expect is a

(NYSE:JPM)  and

mention another company?
Mr. Trompeter: Sure. Another

Costco

Wholesale

Corporation (NASDAQ:COST).

reasonable range, and Devon is growing
their production significantly over the next

company that we like is Hanesbrands

(NYSE:HBI). The stock is well down off of

its high. It’s one of the world’s largest manufacturers and marketers of
basic apparel for women, men and children. They have a number of well-
recognized brands such as Hanes, Bali, Maidenform, Champion, and they
have very little fashion risk. The sales of the company have been hurt a
little bit in the last year or so with the closing of stores by various retailers
and just a general reluctance to reorder some of Hanes’ products.

few years, which should cause their
earnings to increase significantly.

TWST: And I understand the last year they announced
some layoffs and also cut their dividend as sort of a cost-cutting
effort. Does that show that they are willing to make those kinds
of tough decisions to maintain the company as being a strong
company?

Mr. Trompeter: Yes, that is correct. Those were difficult

“Although there is some cyclicality associated with the demand for housing,
but we believe that we’re in the middle innings of what we expect is going to
be a reasonably long and improving housing cycle.”

But the basic nature of their products is that they’re always
going to be in demand, and they are a highly integrated manufacturer
and marketer. And as a result, they generate very high returns on
invested capital and very high free cash flow, which they can use to
either invest in their business, make accretive acquisitions, buy back
their debt or shares. They raised their dividend 36% a few months
ago. So while basic apparel in the United States is a mature market,

decisions, and they also sold some of the properties that they own to
really concentrate on the ones that they think have the greatest potential
going forward.
TWST: With the priorities of the Trump administration,
natural gas and oil might be in for a strong period in the economy.
Mr. Trompeter: Well, definitely the demand for natural gas
is increasing globally and even domestically as a fuel choice because
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it’s cleaner, and oil and gasoline demand have remained reasonably
strong. So we expect that it’s an environment that Devon should be
able to prosper well in.

1-Year Daily Chart of Lowe’s Companies, Inc.
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TWST: Did you want to mention one final company?

Mr. Trompeter: I would say another stock that we think is
very attractive is American Express (NYSE:AXP). The stock has gotten
knocked down in price over the last year or so because they lost a large
contract with Costco (NASDAQ:COST). There’s been increased
competition on the part of some banks including JPMorgan (NYSE:JPM)

“Definitely the demand for natural

TWST: And people recognize the name of American
Express, but what do you think are one or two things that people
don’t realize about the company?

Mr. Trompeter: From an investment point of view?

TWST: Yes.

Mr. Trompeter: Well, I think the company generates very
attractive returns. It’s less cyclical than a lot of other financial service
companies, and they tend to have a very loyal client base.

TWST: So people will use the card when they’re on
vacation or just shopping. If they have a few cards in their wallet,
they might take the American Express card out, that kind of thing?

Mr. Trompeter: Correct. And American Express cardholders
tend to be more affluent than the cardholders of some of their
competitors. So that benefits the merchant, because the merchant is
oftentimes dealing with somebody who is spending more, and it certainly
benefits American Express in terms of the charge volume.

TWST: And changing gears a bit, you had said that you
work sometimes on smaller institutional investments. What are some
of the concerns that you’re hearing from those kinds of clients?

Mr. Trompeter: The same that I described before, that they
may have a hard time meeting either their actuarial assumptions, in
the case of a pension fund, or if it’s a not-for-profit organization, a
hard time meeting some of their budgetary needs because the returns
from the stocks and bonds and cash going forward may be less than
the historical averages.

gas is increasing globally and even

domestically as a fuel choice because it’s cleaner, and oil and gasoline demand

have remained reasonably strong.”
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on the higher-end credit card and rewards program. But a large portion
of American Express’ earnings are actually from overseas, and there’s
a lot of opportunity in those economies that have increasing wealth,
fewer competitors and a shift in those economies away from cash-based
transactions to more credit-based transactions. And American Express
would certainly benefit from that.

TWST: Could the government take some steps that would
help them out a bit?

Mr. Trompeter: I don’t think the government would be
able to necessarily address their specific needs. I think the best
thing that could happen would be to put into place some pro-
growth economic policies that would stimulate economic growth
here in the United States, which would translate into better
corporate profits and potentially better stock market returns than
we’re currently expecting.

TWST: So those might be things like tax cuts, bringing
cash that’s overseas back to the United States, maybe some less
stringent regulations on business, those kind of things would help
you think?

Mr. Trompeter: All of those things, and of course, the other
thing that is mentioned frequently is greater infrastructure spending
would be good for the economy, both in the short run from a job-creation
point of view but in the long run from a productivity point of view.

TWST: And do you think that would also help the Main
Street economy, not just the Wall Street economy?

Mr. Trompeter: That’s correct. Certainly, it would benefit
people who are looking for jobs in the construction area. And so it
wouldn’t be just the people who have the assets that have benefited
maybe disproportionately since the financial crisis.
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TWST: Any concerns globally that you might have and
that might be of interest to investors?

Mr. Trompeter: Well, the good news is that global economic
growth in general looks like it’s on an improving trend. So we view that
as a positive. We don’t believe the global economy is growing so
robustly that it’s going to force central banks to raise interest rates very
rapidly. So we think it’s a good environment for equities.

TWST: From the point of view of you and your colleagues,
have you seen that much investment activity by Millennials yet, or
do you think there’s a lot more out there once their wages start to
grow and they start to save some cash from work — they might then
get more involved with investments?

Mr. Trompeter: I would say the Millennials are probably
dealing with job issues, income issues and also maybe student debt. So
that has impinged on their ability to save either for investment or, in
some cases, to accumulate a sufficient nest egg to make a down payment
on a home. Again, we think this trend is improving, and that would be
good for the U.S. economy and certainly a number of the companies that
we follow and invest in.

TWST: Any suggestions for those Millennials that might be
a little late to the investment game but want to get in once they start
seeing that they have a little bit of cash to invest? It seems like some

folks in other generations were able to invest just as they started
working in the work force, but many of the Millennials have to put
that off to make sure their more immediate financial needs are met.

Mr. Trompeter: Well, our view is it’s never too late to invest,
and we certainly believe the longer the client’s investment time horizon,
the more risk the client can assume. So we would certainly encourage
younger people to invest in retirement accounts, particularly to invest
more heavily in equities than bonds or cash and to the extent that their
employer offers some type of retirement plan where there is a match
involved. That’s a great opportunity to get basically free money if they’re
getting a match from their employer.

TWST: Thank you. (ES)
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