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October 5, 2021 

 

September 2021 - Investor Update 

 

Dear Friends & Partners, 

Our investment returns are summarized in the table below: 

Strategy Month YTD 12 Months 24 Months Inception 

LRT Economic Moat -6.57% +18.39% +35.34% +3.50% +26.57% 

 

Results as of 9/30/2021. Periods longer than one year are annualized. All results are net of all fees and expenses. Past returns are 

no guarantee of future results. Please contact us if you would like to receive a full performance tearsheet. Please see the end of this 

letter for additional disclosures. 

 In the LRT Economic Moat strategy, as of October 1st, 2021, our net exposure was 93.07% and our net 

beta-adjusted exposure was 63.21%. We currently have 40 long positions and our top 10 positions account 

for 52.82% of our total long exposure. As of October 1st, 2021, firm assets under management stood at 

approximately $114 million. 

As we wrote in our previous letters to you, we 

believe that what started in September was a 

market correction brought about by the prospects 

of higher interest rates and lower levels of 

monetary stimulus in the United States. It is 

impossible to tell how long this correction will last, 

but as with previous fear-based market corrections, 

we expect this one to be a buying opportunity for 

investors with a long-term focus that prioritize 

business fundamentals in their investment process. 

We see market volatility as an opportunity to 

increase our investment in companies that we favor 

as their shares become available at more attractive 

prices. We believe we are well positioned to do so. 

The market sell-off that we have witnessed over the 

past few days has been led by technology, growth 

and other “high quality” stocks. The iShares 
Quality Factor ETF peaked on August 30th and has 

declined close to 8% since then.1 There are clearly things to be worried about in the world: a Federal Reserve 

preparing to end quantitative easing, supply chain issues, the prospect of higher taxes on corporations, 

significant disruptions in the energy markets in Europe and Asia, and gasoline shortages in the UK.2 In this 

 
1 As of October 4th, 2021. 
2 https://www.cnn.com/2021/10/04/business/fuel-shortage-uk-army/index.html  
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context, the sell-off in high-quality companies makes little sense. Given the significant economic 

uncertainties in the world today, we don’t believe the prudent thing to do is to sell the highest quality 

businesses in the world. 

Investors always face risk and uncertainty. The key to successfully making money in the stock market is to 

invest regardless, as over time most risks and uncertainties end up being far smaller than we feared. Or as 

Seneca3 once put it: “There are more things … likely to frighten us than there are to crush us; we suffer 
more often in imagination than in reality.” 

We wrote that we are well positioned to take advantage of this volatility. To be clear we are not “betting” 
on market turmoil. We are not changing our investment strategy to try to predict short term market 

movements. Rather, we work to ensure that our portfolio and the companies we invest in are resilient to 

different market circumstances and macroeconomic environments. The last few days of the month saw a 

rise in interest rates and a rotation from growth to value stocks, particularly small-cap value. We make no 

attempt to try to predict these short-term shifts or time them in anyway. We simply focus on owning high 

quality companies that represent a mix of different market capitalizations within a well-diversified 

portfolio. As prices for the kinds of companies that we favor decline we often look to add to our positions. 

The details of our portfolio can be found on page 32 of this letter. 

Over the past two months, a significant number of high-quality companies have come onto our radar screen 

of potential investment opportunities. The opportunity set for making new investments is quite broad as of 

this moment. Let me just highlight a few quick examples: 

• StoneCo Ltd. (STNE) – the Brazilian payments company is down over 60% from its recent highs 

in February and down close to 50% since June alone. The company has encountered difficulties, 

particularly as they relate to their credit business, forcing it to stop lending and write down a 

sizeable portion of their loans. However, the example of PagSeguro Digital Ltd. (PAGS) 

demonstrates that it is possible to profitably lend to merchants in Brazil. We believe that the 

problems that StoneCo is facing are fixable. At the same time, the company’s core payment 
business continues to grow quickly with a large opportunity for further growth ahead of it. 

• Black Knight, Inc. (BKI) – the mortgage and real estate software company is down over 25% since 

peaking in late November of 2020. The business continues to grow (Q2 2021: revenue +23.27%), 

and the company’s valuation is reasonable for such a high-quality business. 

• Hormel Foods Corporation (HRL) – the maker of SPAM and Applegate Turkey (among many other 

products), is down over 20% since peaking last year, largely on fears of higher cost. We expect the 

company will be able to raise prices to offset cost inflation as they have always been able to do win 

their past. 

 

 

  

 
3 https://en.wikipedia.org/wiki/Seneca_the_Younger  

https://en.wikipedia.org/wiki/Seneca_the_Younger
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Tractor Supply Company (TSCO) 

 

 

 

We currently have a small (approximately 3%) position in Tractor Supply (TSCO), and we wanted to give 

you more insight into why we own shares in this business. This section was written by our intern, Brett 

Wischnewsky with light edits by me. 

 

Executive Summary 

In our search for truly great businesses, we look for specific qualitative and quantitative factors. What 

defines a great business to us is one with high returns on capital relative to its peers, growth opportunities, 

and a durable competitive advantage. What’s more, management’s decisions must be intelligent, and their 

interests must be aligned with shareholders, because management, ultimately, is the link between business 

value and shareholder value. We strive to buy shares only in high quality companies which we believe can 

compound in value for many years to come. 

The COVID-19 pandemic has been a disruptive event for the retail sector. Businesses changed the way they 

make sales to stay alive during devastating lockdowns for commerce. Formerly novel modes of shopping, 

such as curb-side pickup, and delivery services have now reached the status of a new normal. Businesses 

that adapted quickly have benefited massively. Another consequence of the pandemic has been the 

migration from cities to the suburbs due to “work from home” policies which in practice mean “work from 
anywhere”.  

City life is very expensive for most Americans. With the wider acceptance of the work-at-home culture, 

and in-office hybrid models, more Americans are opting to move away from the cities, while potentially 

keeping their big city salaries. This move allows employees to buy a larger space, likely for less money, 

and re-allocate their budgets with more disposable income.  

The suburban migration brings about a new opportunity for businesses that serve these consumers. 

Suburban and rural markets are seeing an influx of new residents.4 Many businesses are set to benefit from 

 
4IRIE.com,  Urban exodus: The suburban migration of the COVID-19 era has begun https://irei.com/publications/article/urban-
exodus-suburban-migration-covid-19-era-begun/  

https://irei.com/publications/article/urban-exodus-suburban-migration-covid-19-era-begun/
https://irei.com/publications/article/urban-exodus-suburban-migration-covid-19-era-begun/
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this new phenomenon. Specifically, retailers of the everyday needs of these residents are more likely to see 

an increase in business. Enter, Tractor Supply Company (TSCO: NASDAQ). 

We believe that Tractor Supply is an excellent business, with high returns on invested capital, intelligent 

management, protection from “the Amazon effect”, and strong growth potential. Tractor Supply has 

consistently grown store count, and revenues for over 20 years. Tractor Supply Company is an excellent 

business operating in a dominant position within the niche “rural” marketplace. Locations are typically 
outside of larger cities in the suburbs, and in more sparsely populated towns. Tractor Supply’s product 

selection is precisely targeted to its core-customer base, and the company knows its customers well.  

We believe that Tractor Supply Company has excellent growth opportunities ahead. The company plans to 

open over 600 new Tractor Supply stores, as well as 800 new subsidiary pet supplies stores in the coming 

years. Finally, the company stands to continuously expand its customer base as more families migrate to 

the suburban markets which contain most of Tractor Supply’s nearly two thousand stores.   

 

Company Overview 

2020 was a record year for retail sales in the United States. Sales amounted to $5.58 trillion, up 36.1% from 

$4.10 trillion nine years ago.5 But 2020 was also an unusual year to say the least. The U.S. economy is 

currently experiencing unprecedented levels of government fiscal and monetary stimulus, record mortgage 

forbearances, and an increase in consumer spending. At the same time, social distancing policies and 

various “lockdowns” have limited consumers’ shopping opportunities, funneling more spending to the 
companies that were able to provide alternatives to in-store shopping. Company management teams all over 

the country have taken note. The results have been the launch or expansion of ecommerce, pick-up, and 

various delivery options which have helped drive sales to new heights. The retail market in the U.S. is 

changing as the pandemic-induced alterations to commerce have become the new norm.  

Tractor Supply Company (TSCO: NASDAQ) has a well-established dominance as a specialty store 

covering the broad needs of its mostly suburban and rural clientele. Products include farm, ranch, home, 

garden, pet, clothing, livestock, and equine needs along with, as the name suggests, tractor parts, 

accessories, and maintenance needs. “Everything but the tractor” as one analyst put it.6 TSCO thrives in a 

niche market of suburban, and rural areas where a competitor with a similar range of products, and who can 

compete on price is nowhere to be found. 

A large percentage of Tractor Supply’s stock items are large, bulky, and in a lot of cases, heavy. These 
items can be picked up in-store or curbside by using the Tractor Supply app or delivered to a customer’s 
home from a local store. Livestock and pet supplies account for 45% of TSCO’s total sales.7 Approximately 

1/3 of the items that Tractor Supply sells cannot be found elsewhere.8 

Due to the bulky size of Tractor Supply’s most popular items, we believe Tractor Supply is largely Amazon-

proof. Roughly half of TSCO’s current sales come from animal feed, and large bags of dog food. Amazon’s 
distribution centers are designed to be extremely efficient for items of a certain dimension, with most items 

 
5 Oberlo, U.S. Retail Sales (2011 to 2021), https://www.oberlo.com/statistics/us-retail-sales 
6 Tractor Supply (TSCO) - Cultivating Loyalty In Retail With A Focus On The Country Life (May 27, 2020) Podcast.   
7 TSCO 10-K FY21, June 2021.  
8 Australian Investor Podcast - Tractor Supply Company (NASDAQ: TSCO) stock ft. Aoris' Delian Entchev, Rask Australia, 

https://www.listennotes.com/search/?q=tsco&sort_by_date=0&scope=episode&offset=0&language=Any%20language&len_min=0 

https://www.listennotes.com/search/?q=tsco&sort_by_date=0&scope=episode&offset=0&language=Any%20language&len_min=0
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fitting into small and medium sized bins for optimal logistics. Amazon will remain a formidable competitor 

but its success over the past decade has not stopped the growth of other, more focused, retailers.  

 

figure 1.0 – TSCO Percentage of net sales by product category.  

Tractor Supply’s targeted areas are mostly suburban and rural. 97% of the country’s landmass is in the rural 
category, with only 19.3% of the U.S. population residing in these areas.9 However, 19.3% of all people in 

the U.S. is quite a large number considering the population of the U.S. is currently over 332 million people 

according to The U.S. Census.10 Roughly 60 million people in the United States are considered to live in a 

rural area. Median household income in rural areas per capita is $52,386, while median household income 

in urban areas is $54,296. However, in rural America housing is 30% cheaper than in urban areas. 20% 

more people own their homes (many with land), and 14% more people own their homes mortgage free as 

opposed to urban areas. Rural life is also 8.6% less expensive in everyday costs.11 Rural America 

statistically has more disposable income and more property to maintain. Professionals working from home 

who are now moving into rural areas will further bolster the disposable incomes of rural areas. 

Tractor Supply’s target customers include pet owners, ranchers, and hobbyists. The company’s merchandise 
selection targets these core-customers mostly in livestock and pet needs, as well as in hardware and tools. 

The Tractor Supply store is tactically organized to drive additional sales when customers enter the store for 

these specific needs, which together account for 65% of TSCO’s total sales. For example, a hobbyist farmer 
may enter a Tractor Supply to purchase supplies for their horses. While at Tractor Supply, they are reminded 

of the need to do an oil change to the farmer’s truck. Therefore, the farmer also buys 10 quarts of oil, and 

a filter. The farmer gathers the supplies they originally entered the store to buy, and while circling the store, 

notices a pair of post hole diggers which the farmer also has a need for. The farmer has now purchased a 

minimum of 4 items simply because the farmer had to walk to the back of the store for equine supplies. 

Tractor Supply benefits from repeat business from its most loyal customers as many of the items the 

company sells are consumables. For example, if a new customer comes into Tractor Supply, and buys two 

chicks (baby chickens) to raise and harvest eggs from, that customer is likely to come back to Tractor 

Supply for ongoing needs such as chicken feed, chicken wire, heat lamps, medicine, and miscellaneous 

needs related to the chickens. Another example may be a tradesman who enters Tractor Supply to purchase 

tools. While purchasing a few wrenches, the tradesman observes that Tractor Supply also carries a broad 

range of animal feed products which he has a need for as well. The tradesman may not have visited the 

specific aisles, but the in-store sign prominently displays the theme of each section, making it more likely 

the tradesman will remember, and return to Tractor Supply for animal care needs. 

Tractor Supply’s core demographic of customers are middle income earners, typically live within 16 

minutes of a Tractor Supply location, married with children, ages 35-64, and own their home. 50% of 

 
9 According to the U.S. Census Bureau. 
10 United States Census Bureau, https://www.census.gov/  
11 As of a September 18th, 2018 study “Rural versus Urban Living”. 

https://www.census.gov/
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customers have livestock, more than 75% have pets, more than 60% own a full-size truck, and the best 

customers shop Tractor Supply 12-16 times per year.12  

Part of TSCO’s strategy for repeat business comes from its loyalty rewards program called “Neighbor's 
Club”. Neighbor's Club members account for 65% of TSCO’s total sales,13 and membership continues to 

grow. Retention rates are higher than 95% for club members,14  and new millennial customers purchasing 

items such as pet food, chicken feed, and other products are joining the Neighbor's Club at a rate of 1 in 3 

customers.15 

As a national brand, Tractor Supply benefits from scale-based cost advantages in advertising and has 

developed a successful customer loyalty program, which helps drive repeat business. Repeat customers are 

extremely valuable to any business because they cost far less to acquire. Maintaining these customer 

relationships is an important task necessary to protect the company’s revenues. Tractor Supply’s Neighbor's 
Club helps maintain these important relationships by way of reward programs, and additional perks such 

as free utility trailer rentals for qualified customers.16  In order to maintain this competitive advantage, 

Tractor Supply is currently expanding product selection, and continuously adding perks via the Neighbor's 

Club. The Neighbor’s Club now has over 20 million members.17  

 

 
12 Tractor Supply, 2018 Investor Day Slideshow.  
13 TSCO Q2: 2021-07-19 Earnings call.   
14 Ibid 
15 Hal Lawton (CEO), TSCO Q2: 2021-07-19 Earnings Summary.    
16 Corporate.TractorSupply.com, Tractor Supply Upgrades Its Neighbor’s Club Loyalty Program to Provide Customers Even More 
Rewards. https://corporate.tractorsupply.com/newsroom/news-releases/news-releases-details/2021/Tractor-Supply-Upgrades-Its-
Neighbor's-Club-Loyalty-Program-to-Provide-Customers-Even-More-Rewards/default.aspx  
17 Ibid.   

https://corporate.tractorsupply.com/newsroom/news-releases/news-releases-details/2021/Tractor-Supply-Upgrades-Its-Neighbors-Club-Loyalty-Program-to-Provide-Customers-Even-More-Rewards/default.aspx
https://corporate.tractorsupply.com/newsroom/news-releases/news-releases-details/2021/Tractor-Supply-Upgrades-Its-Neighbors-Club-Loyalty-Program-to-Provide-Customers-Even-More-Rewards/default.aspx
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Recent trends suggest that millennials, and generation Z are fleeing cities to buy homes in the suburbs. New 

research shows 48% of millennials reported living in the suburbs, compared to 44% pre-pandemic (2019). 

49% of Gen Z residents reported living in the suburbs, up from 41% pre-pandemic.18 This rapidly expanding 

population of potential customers purchasing their own homes in suburban areas creates a unique 

opportunity for Tractor Supply to capture a new customer base. TSCO’s next generation of customers are 
proving to be the millennial homeowner/property owner.  

Tractor Supply is taking steps to capture business from these young and tech savvy customers, such as the 

implementation of in-app sales and delivery services for convenience, while staying true to their customer 

centric, relationship-based methods for the more established Tractor Supply shoppers. Tractor Supply’s 
“Life out here” campaign, and loyalty rewards are both relatively new programs designed to increase sales 

from a growing base of new customers. The millennial generation’s migration away from the higher prices 
of the city has specifically struck a chord with management. Millennials are beginning to participate in 

household hobbies, and activities such as gardening, lawn care, and raising chickens, all part of the 

millennial focused campaign19 created by the company.  

We believe that Tractor Supply has adapted well to the changing environment surrounding the retail sector. 

When Covid-19 struck, Hal Lawton, CEO of Tractor Supply, sprang into action to implement curbside 

pick-up, omnichannel expansion,20 and same day delivery options for Tractor Supply Customers.21 These 

options have resulted in a reduction of in-store customers (as to be expected with a global pandemic), but 

more in sales and revenue! These new ways of buying items from Tractor Supply will likely drive sales 

well beyond the COVID-19 pandemic. 

Tractor Supply’s strategy is to cater to the suburban and rural customer. The company is in touch with its 

core customer base and the items they need on a regular basis. This includes trading off the opportunity to 

sell a larger selection of items and compete in urban markets with retailers like Home Depot (HD), and 

Lowe’s (LOW). Tractor Supply’s niche market concentration of products and store locations create its 

strategic positioning.22 Tractor Supply looks to continue to have a very strong position in these markets, 

while other retailers have tried and failed to compete. 

As part of our due diligence, we recently visited a Tractor Supply Store in Buda, Texas.23 When visiting a 

Tractor Supply store, one would note that the layout is very tactical. In order from right to left walking 

through the entryway: Clothing, lawn care, pets, clearance aisle (near the restrooms), equine and livestock 

needs (back of store), automotive care, welding supplies, hardware, firearm safes, and notably grills and 

outdoor living in the middle of the store. The walkways are lined with large feed bags, and pet food for 

easy accessibility for both stocking, and selecting for purchase. The outside of the store is neatly lined with 

anything from gas powered log splitters, deer feeders, gardening supplies, chicken coops, etc. In our 

observations, the items that most customers go to Tractor Supply for such as pet supplies and feed, are 

 
18 Business Insider, Millennials, Gen Z leaving cities for suburbs amid pandemic: https://www.businessinsider.com/millennials-gen-z-
leaving-cities-for-suburbs-amid-pandemic-2020-
11#:~:text=According%20to%20new%20research%20from,up%20from%2041%25%20in%202019.  
19 Hal Lawton (CEO), TSCO Q2: 2021-07-19 Earnings Call.  
20 A multichannel approach to sales that seeks to provide customers with a seamless shopping experience, whether they're 
shopping online from a desktop or mobile device, by telephone, or in a brick-and-mortar store. 
21 Same day/next day delivery option where an in-store team member will deliver the items purchased including bulk items. The 
radius for delivery is up to 25 miles.  items. https://www.tractorsupply.com/tsc/cms/same-day-delivery?cm_mmc=SEM-_-Google-_-
DynamicAdGroups-_-
AllSiteTSCExtAd&gclid=CjwKCAjwmqKJBhAWEiwAMvGt6NFrdmi8XwzlGSBOxucVrQKoDjZn7kZ2hYvuFH8JTQJib3pebPofDxoCk
BIQAvD_BwE 
22 Harvard Business Review, What is strategy?  Michael E. Porter.  
23 15555 S IH 35 Frontage Rd, Buda, TX 78610.  

https://www.businessinsider.com/millennials-gen-z-leaving-cities-for-suburbs-amid-pandemic-2020-11#:~:text=According%20to%20new%20research%20from,up%20from%2041%25%20in%202019
https://www.businessinsider.com/millennials-gen-z-leaving-cities-for-suburbs-amid-pandemic-2020-11#:~:text=According%20to%20new%20research%20from,up%20from%2041%25%20in%202019
https://www.businessinsider.com/millennials-gen-z-leaving-cities-for-suburbs-amid-pandemic-2020-11#:~:text=According%20to%20new%20research%20from,up%20from%2041%25%20in%202019
https://www.tractorsupply.com/tsc/cms/same-day-delivery?cm_mmc=SEM-_-Google-_-DynamicAdGroups-_-AllSiteTSCExtAd&gclid=CjwKCAjwmqKJBhAWEiwAMvGt6NFrdmi8XwzlGSBOxucVrQKoDjZn7kZ2hYvuFH8JTQJib3pebPofDxoCkBIQAvD_BwE
https://www.tractorsupply.com/tsc/cms/same-day-delivery?cm_mmc=SEM-_-Google-_-DynamicAdGroups-_-AllSiteTSCExtAd&gclid=CjwKCAjwmqKJBhAWEiwAMvGt6NFrdmi8XwzlGSBOxucVrQKoDjZn7kZ2hYvuFH8JTQJib3pebPofDxoCkBIQAvD_BwE
https://www.tractorsupply.com/tsc/cms/same-day-delivery?cm_mmc=SEM-_-Google-_-DynamicAdGroups-_-AllSiteTSCExtAd&gclid=CjwKCAjwmqKJBhAWEiwAMvGt6NFrdmi8XwzlGSBOxucVrQKoDjZn7kZ2hYvuFH8JTQJib3pebPofDxoCkBIQAvD_BwE
https://www.tractorsupply.com/tsc/cms/same-day-delivery?cm_mmc=SEM-_-Google-_-DynamicAdGroups-_-AllSiteTSCExtAd&gclid=CjwKCAjwmqKJBhAWEiwAMvGt6NFrdmi8XwzlGSBOxucVrQKoDjZn7kZ2hYvuFH8JTQJib3pebPofDxoCkBIQAvD_BwE
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surrounded by departments of items that the customer may not specifically have thought about the need for 

but would be reminded of the need when walking through the store. This is a tactical, and simple way to 

drive sales which we give kudos to Tractor Supply for recognizing. We also found the customer service to 

be excellent with friendly and helpful store associates. 

 

Company History 

Tractor Supply Company (TSCO) was founded in 1938 by Charles E. Schmidt Sr. of Chicago, Illinois. The 

company started out as a mail-order tractor part service that began on Schmidt’s kitchen table. Within a 
year, Tractor Supply had its first retail store opened in Minot, North Dakota. The company began in a new 

era in America, where the tractor was gaining popularity across the nation. This in turn sparked new 

businesses and industries around the tractor (attachments, fuel, spare parts, etc.). The Tractor Supply 

Company benefited to the tune of $125,000 in its first year, the equivalent to $2.4 million in today’s money 
when adjusted for inflation. 

During the first 20 years in business, Tractor Supply’s sales grew 20% annually while the company 
continued to expand into new rural communities. On January 14th, 1959, Tractor Supply Company went 

public, originally offering its shares on the over-the-counter markets.  Sales were $10 million in TSCO’s 
first year as a public company. In 1969 the company merged with National Industries, and then changed 

hands again in 1978 when Fortune 500 conglomerate Fuqua Industries Inc. bought the company.  

The company struggled between 1978 and 1982 until the company’s executive staff orchestrated a 
leveraged buyout of what was then called TSC Industries, which at the time was generating annual revenues 

in the $125 million range, with only 135 stores. Thomas J. Hennessy III served as chairman and CEO 

immediately after the buyout. Hennessy III had a long affiliation with Fuqua before becoming president of 

TSC. After the buyout, under Hennessy’s leadership, management was able to turn the company around by 

focusing its retailed products, moving its headquarters to central Nashville, and paying off the debt incurred 

as a result of the leveraged buyout. Over time, management transformed the company into an industry 

leader.  

In 1990, TSC now with 148 stores, considered merging with ConAgra Inc. but backed out of the deal when 

the letter of intent was drafted. Both sides of the transaction could not come to an agreement, so TSC carried 

on while changing its name back to Tractor Supply Company. From 1990 to 1994, the company displayed 

strong growth after part-time, and recreational farmers were pinned as the target for their stores. Joe Scarlett, 

CEO at the time, had transformed the company into a strong growth machine, which led to the decision to 

take the company public again. In February of 1994, TSCO went public, this time on the NASDAQ.  

In 1994 TSCO made a push into North Carolina and added 13 stores for the year with a plan to add 20 more 

stores per year moving forward. Management aimed their sights to the South due to its growing 

population.24 TSCO notably established many stores in former Wal-Mart locations, and TSCO became Wal-

Mart’s largest tenant in terms of leased properties. Wal-Mart locations (or former Wal-Marts we should 

say), were ideal due to their layout of the garden center, which was perfectly built out for Tractor Supply’s 
needs for its outdoor merchandise. Tractor Supply only occupied a fraction of the space available from 

Wal-Mart’s leased properties, but management still found that leasing the excess space was still more 

 
24 Funding Universe, Tractor Supply Company History. http://www.fundinguniverse.com/company-histories/tractor-supply-company-
history/  

http://www.fundinguniverse.com/company-histories/tractor-supply-company-history/
http://www.fundinguniverse.com/company-histories/tractor-supply-company-history/
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economical than having new buildings built-out to suit TSCO’s needs. In fact, only about 25% of Tractor 

Supply’s new buildings were built-to-suits. TSCO took advantage of “big box backlash”25 especially among 

the type of consumer whom TSCO targeted. 

TSCO rapidly opened 90 new stores between 1996-1999. Tractor Supply Company introduced its e-

commerce platform in 1997 with the intention of providing more information to customers, rather than 

driving sales. For example, each Tractor Supply location could not possibly carry every spare part for every 

tractor and lawnmower in the world. By using customer-service kiosks, taking advantage of the company's 

existing computer system, Tractor Supply associates were able to special-order these items on a vendor-

direct basis using the internet. In addition, the e-commerce platform eventually drove sales further, and 

increased in-store sales when customers came in to pick up their items. TSCO also took measures to attract 

more women to its stores. It introduced brand-name lines of ladies' workwear, enlarged the pet department, 

and dramatically changed the equine department to appeal to women, who accounted for about 85 percent 

of purchases in the equine category. Furthermore, during the late 1990s TSCO introduced its "big store 

format," which offered as much as 20,000 square feet of sales floor space. The average Tractor Supply store 

today is approximately 16,000 sqft – much smaller than the average Home Depot or Lowe’s which are 
approximately 110,000 sqft on average.26 

In the year 2000, Tractor Supply aggressively entered the Florida market by rapidly opening 11 stores upon 

news that Florida’s “Scottie’s Home Hardware” chain of stores may have been going up for sale. 

Management sent scouts to Florida on TSCO’s behalf to canvas the local markets and determine if Florida 

was a good expansion opportunity. The scouts concluded that Florida was fertile ground to expand 

operations due to strong equine and farming presence. Tractor Supply’s management acted quickly. 
Meanwhile, some of Scottie’s stores were purchased by Quality Stores Inc., but Tractor Supply had already 
beaten Quality Stores to the market. Tractor Supply established a strong foothold in the Florida marketplace 

thereafter. 

The invasion of Floridian grounds was controversial and prompted shareholders to question the wisdom of 

management. The rapid move caused a dip in the stock to the $8 range in 2000. It was later clear that the 

decision was paying off, and investors began to drive up the price of TSCO which rose 300% in value in 

2001, followed by 121% in 2002. Quality Stores Inc. in the meantime fell on hard times, and filed for 

bankruptcy in 2001, after its 1999 merger with Central Tractor Farm & Country of Iowa made it the largest 

farm store retailer in the United States. Ultimately, the debt incurred and clashing of corporate cultures led 

to its demise.27  

Tractor Supply was now presented with a rare acquisition opportunity. Never in the company’s history had 
TSCO entered into an acquisition agreement. The opportunity to pick up the assets of its closest rival at 

bargain basement prices was an unprecedented one for the company. TSCO came forward with an offer to 

the bankruptcy court which was accepted. Since then, TSCO has been unrivaled on the national scene in its 

market niche. 

In 2002, sales for Tractor Supply Company reached $1 billion for the first time. By 2013, sales had 

quintupled to $5 billion with 1,000 stores, and achieved a 16% annual growth rate in sales.  

 
25 Resistance to shop at “big box” retailers such as Wal-Mart, Best Buy, etc. While shopping at more localized stores such as Tractor 

Supply, or “Mom and Pop” stores.  
26 TSCO, HD and LOW 2020 10-Ks. 
27 Funding Universe, Tractor Supply Company History.  http://www.fundinguniverse.com/company-histories/tractor-supply-company-
history/  

http://www.fundinguniverse.com/company-histories/tractor-supply-company-history/
http://www.fundinguniverse.com/company-histories/tractor-supply-company-history/
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2016 brought about TSCO’s acquisition of PetSense. Tractor Supply acquired Petsense, and its 136 stores 

for approximately $145.7 million. Petsense earned roughly $100 million - $125 million in annual revenues 

at the time of purchase.28 The acquisition helped Tractor Supply expand in the pet market – a business with 

very strong tailwinds, as consumers all over the world are increasing pet ownership while delaying having 

children. The humanization of pets continues to be a very strong trend, and one that we expect will support 

TSCO’s growth going forward. The Petsense acquisition added a revenue stream to Tractor Supply’s 
highest selling merchandise subcategory, although the company recently took at $57 million impairment 

charge on the purchase.29  

"We are excited about the addition of Petsense to the Tractor Supply family as we develop our pet specialty 

retail business," said Greg Sandfort, Tractor Supply Company's CEO at the time. "With Tractor Supply's 

success in the pet category and the knowledge gained from our Hometown Pet stores, we determined that 

the acquisition of an established, successful concept with a proven track record of growth would be the best 

way to capitalize on the opportunities in the pet market. We believe the Petsense team's expertise in growing 

smaller format pet specialty stores combined with our proven expertise in the category as well as site 

selection and store growth, will enable us to accelerate the growth of our pet specialty retail business and 

enhance long-term shareholder value." 

2021 has brought about another acquisition under the command of Hal Lawton, current CEO (since 2019). 

TSCO acquired regional competitor Orscheln Farm and Home, and its 167 stores in 11 states for $297 

million in an all-cash purchase. Orscheln represented Tractor Supply’s closest competitor, at roughly 1/10th 

the size of Tractor Supply.  

At present day (2021), Tractor Supply operates 1,955 stores in 49 states with 45,000 team members, in 

addition to the 174 Petsense stores in 23 states.30 Store managers hold a large amount of authority on how 

they run their stores and empower their salespeople to do whatever it takes to maintain a relationship with 

one of TSCO’s customers. Employees are trained to handle customer problems on the spot. The 
decentralization method of operating promotes efficiency, responsibility, and discretion to make the 

decisions best for TSCO’s customers.  

The decentralization method is a favorite of investment greats like Warren Buffet, and a common factor 

present in the CEOs businesses covered in the book “The Outsiders: Eight Unconventional CEOs and Their 

Radically Rational Blueprint for Success” by William N Thorndike. Decentralization empowers lower-

level managers to execute decisions they see best fit for their stores. This typically leads to management 

taking more pride in their business, with a more efficient, and successful overall business operation. 

Decentralization also reduces management costs for the business as a whole as well. The decentralization 

method has a lot of pros, but also a few cons. Under the wrong leadership, resources can be wasted, 

unfavorable decisions can be made, and an underqualified manager could be given far too much power 

while cutting into the store’s bottom line due to a lack of efficiency. 

Tractor Supply’s CEO, Hal Lawton, spent 10 years at Home Depot (another retailer we admire greatly) in 

various leadership roles. Hal is an outside hire, which is contrary to Tractor Supply’s history of promoting 
from within. However, Lawton has proven an effective leader of the company. During 2020, in response to 

the COVID-19 pandemic, Tractor Supply quickly introduced curbside pick-up and omnichannel sales. Once 

 
28 Morningstar, Petsense Acquisition Makes Sense for Narrow-Moat Tractor Supply, 
https://www.morningstar.com/articles/772866/petsense-acquisition-makes-sense-for-narrow-moat-tractor-supply  
29 For more, see “Capital Allocation” section 
30 According to Tractor Supply’s website.  

https://www.morningstar.com/articles/772866/petsense-acquisition-makes-sense-for-narrow-moat-tractor-supply
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the stores were able to allow customers inside, in-store pickups of things led to consumers buying more 

items while taking delivery of their items. 

Lawton’s leadership has also brought about the reorganization of the store’s outdoor merchandise to include 
a full garden center similar to Home Depot or Lowe’s. The company is now in the testing stage with a 
handful of stores, before expanding the reorganization of products nationwide. Tractor Supply’s new 
generation of customers, as well as the old, will likely take advantage by purchasing more gardening needs 

from Tractor Supply. 

In further due diligence, we recently visited a Tractor Supply location in Caldwell, Texas,31 which happened 

to be a pilot store for the new garden center layout. Caldwell, Texas is a small town roughly 50 miles from 

the Austin area, which does not have a local Lowe’s or Home Depot. Therefore, perfect for piloting the 

program un-encroached by big box competition. We noted that the garden center was not as large as Lowe’s 
or Home Depot’s but possessed the most important items needed for gardening such as fertilizer, digging 

tools, pottery, and of course, plants. The merchandise was placed under the clear roof top of a greenhouse 

such as Lowe’s and Home Depot’s departments. The only notable difference was the size.  

To put the potential of the garden center in perspective: Home Depot’s indoor and outdoor gardening sales 

amount to 18.1% of total sales,32 whereas Lowe’s reported 10% of total sales coming from the lawn and 
garden department.33 This suggests that the incremental revenue opportunity for TSCO is significant and 

could be as big as a +15% increase in total sales. 

 

Growth & Profitability 

At LRT we seek to invest in companies that can grow profitably for many years to come. Some companies 

are already very profitable but have further room to improve their margins when compared to the best 

companies in their sector. Tractor Supply is a company which we feel fits our criteria well. Using industry 

comparisons, profitability metrics, and an emphasis on measuring capital returns, we thoroughly vet our 

investment prospects to ensure quality businesses are targeted. We measure profitability through EBITDA34 

margins and Net Income Margins, as well as several other measures. The graph below illustrates Tractor 

Supply’s earning power before and after taxes and extraordinary events. Both before and after-tax measures 

of profitability have improved over the past decade.  

 

 
31 805 TX-21 East, Caldwell, TX 77836 
32 SEC Filing, HD 10-K FY2020.  
33 SEC Filing, LOW 10-K FY2020.  
34 Earnings before interest, taxes, depreciation, and amortization. 
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Tractor Supply has generated positive operating leverage over time - as the company’s scale has increased 

its profit margins have expanded, indicating ever greater efficiency in converting sales to profit. Net Profit 

Margins have increased from 4.62% in 2010, to 7.59% in 2020. Total revenues have nearly tripled in the 

same time frame from $3.6 billion in 2010, to $10.6 billion in 2020. Most importantly, the bottom line for 

Tractor Supply’s net income has nearly quintupled from $168 million in 2010, to $806 million in 2020.  
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Growing sales by opening new stores is good but generating higher sales from existing stores is even more 

important for a retailer as it is an indication of the company’s ongoing relevance to consumers and 
competitive position. Tractor Supply’s same store sales (SSS) have grown strongly over the past decade 
and absolutely skyrocketed during 2020 because of the Covid-19 pandemic.35 Same store sales measure the 

quarterly or annual change in the average amount of sales per store.  Although the rate of change has slowed 

down, the year over year change for Q2 is still significantly higher than 2019 over 2018.  

 
35 Comparable store sales measure the increase (or decrease) in % of sales growth year over year of the same store.  
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The average Tractor Supply store costs under $1 million to open as the company primarily leases its 

locations.36 Revenue per store is at $5.5 million, EBITDA per store at $730 thousand, and Net Income per 

store of $389 thousand. These calculations come straight from the company’s most recent 10-K report. 

Predicting a cost of $1m to open a new store, the current companywide EBITDA margin of 12.13%, first 

year productivity levels at 65%, and per store revenues of $5.5 million at maturity, we get $3.589 million 

in revenue for the first year, and $434,618 in EBITDA. If we assume the store reaches full productivity in 

year two, store level returns are over 44% in years two and beyond. 

 

TSCO New Store Cost 2015 2016 2017 2018 2019 2020 Average  

Total Cost (in thousands) 96,700 111,200 79,300 68,000 59,300 58,800 78,883 

Quantity of New Stores 114 113 126 98 88 89 104.67 

Cost Per Store (in thousands) 848.25 984.07 629.37 693.88 673.86 660.67 748.35 

 

Performance measures such as sales per store, EBITDA per store, net income per store, and sales per square 

foot show a positive trend, with 2020 showing the strongest year yet. Sales per store have increased 38.8% 

 
36 SEC Filing, TSCO FY2020 10-K.  Calculated using total cost for new and relocated stores, divided by the number of new and 
relocated stores for the same period of time. 
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from $3.6 million in 2010, to $5m in 2020. Similarly, sales per square foot have increased 46.2% from 

$225.89 in 2010 to $330.45 in 2020. EBITDA per store has nearly doubled from $336k in 2010 to $666k 

in 2020 and finally, net income per store has grown from $168k in 2010, to $356k in 2020, representing a 

112% increase. 

 

 

 

Tractor Supply’s return on invested capital (ROIC) has skyrocketed in 2020 to 35.91%, after returning to 
an upward trend starting in 2018. ROIC measures the profitability and value-creating potential relative to 
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the amount of capital invested by all providers of capital (debt and equity holders), and we believe it is the 

best overall measure of an enterprise’s profitability. This measure is a crucial one in our investment 

selection process. As demonstrated by the proceeding graph, TSCO has delivered a strong ROIC overall, 

far in excess of the company’s cost of capital. 

 

 

 

While ROIC is important, as ongoing shareholders we must ask: how profitable is the company’s growth? 
Returns on incremental invested capital (ROIIC) is a measure of the effectiveness of each additional unit 

of capital invested. This metric measures the change in earnings in one period as a percentage of change in 

investment for the same period. Returns on incremental invested capital tells if a company’s recent 
investments are as profitable as its historical investments and can warn investors if a business is running 

out of good reinvestment opportunities. Tractor Supply’s ROIIC measures show an overall sustained high 
return on incremental capital invested (with the exception of the 2008 financial crisis).  

The company’s growth plans suggest that Tractor Supply still has plenty of reinvestment runway ahead, 

with plans of opening more than 800 new stores in coming years. Even if this plan is realized, the company 

would still have fewer than three thousand stores.  

Since 2002, Tractor Supply has earned $5.173 billion in net income. Over that time capital invested 

increased by $2.2 billion. This makes the reinvestment rate 43.15% for this timeframe.  Reinvestments by 

the company have continuously yielded excellent ROIIC.  
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We further analyzed TSCO’s competitive position by comparing it to a set of other highly successful 

retailers including Home Depot (HD), Lowe’s (LOW), Floor & Décor (FND), Five Below (FIVE), Dollar 
General (DG), TJ Maxx (TJX), Burlington Stores (BURL), and Ross Stores (ROST). While Lowe’s and 

Home Depot are the closest competitors to TSCO, we included a broader list of retailers for the sake of 

comparison. Although Home Depot, Lowe’s, and Floor & Décor earn more net income per store, the 

investment per store is also much greater than the investment required for a Tractor Supply Store. For 

example, A Lowe’s store costs about $22 million to build, and stock,37 whereas it costs Tractor Supply 

under $1 million to open a new location.  

Part of this difference is the availability of cost-effective leases that Tractor Supply has the ability to take 

advantage of due to its smaller average store size of 16,000 square feet, compared to Lowe’s over 105,000 

average square footage. Lowe’s and Home Depot often have to construct their stores or pay to build out the 

location to suit their needs. Tractor Supply’s advantage comes from roughly 75% of its locations being 
leased with minimal buildout required. 

Tractor Supply’s revenue per square foot as well as EBITDA and Net Income per store place Tractor 

Supply in the top half of our comp group.  

 

2020 Revenue Per Store Revenue / sqft EBITDA Per Store EBITDA / sqft 

BURL 9,987,955 225 1,135,543 26 

DG 1,704,999 217 172,448 22 

FIVE 2,051,922 226 302,514 33 

 
37 The Business Journal, Lowe’s tries a small store size. https://www.bizjournals.com/charlotte/stories/2003/06/16/story7.html  

https://www.bizjournals.com/charlotte/stories/2003/06/16/story7.html
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FND 18,239,008 228 2,269,346 28 

HD 48,112,178 462 7,917,503 76 

LOW 36,493,677 347 3,906,930 37 

ROST 8,885,913 413 1,383,420 64 

TJX 9,211,079 766 1,826,593 152 

TSCO 5,045,298 330 525,250 34 

Average 15,525,781 357 2,159,950 53 

 

Home Depot (HD), and Lowe’s (LOW) represent the two most closely related competitors of Tractor 
Supply. Home Depot and Lowe’s are large department stores which aim to fill the broad home, gardening, 
repair, building, and renovation needs of a broad audience from contractors to everyday homeowners. Home 

Depot and Lowe’s stores are much larger and carry a much broader array of goods than a Tractor Supply 

store. Tractor Supply is a much smaller and more focused competitor that targets smaller markets than 

either LOW or HD. 

Further, Home Depot and Lowe’s are at a slight disadvantage to Tractor Supply regarding tactical layout 
of their stores. As mentioned, Tractor Supply places the items that account for most of their sales at the 

back side of the store, which requires the customer to pass several rows of merchandise that may remind 

them of a need and drive more sales. Home Depot and Lowe’s do not have this same luxury due to the size 
of their stores, and the less concentrated categories of offered items.  

To further analyze Tractor Supply’s growth compared to its peers, the charts below illustrate several 

efficiency metrics for all our compared retailers. Highlighting growth in comparable store sales, Tractor 

Supply outperformed its peers by a wide margin in 2020, with a 23.10% annual increase in comparable 

store sales. Below the table we also compare SSS growth for Tractor Supply Company against Home Depot 

(HD), and Lowe’s (LOW) over the past ten years. 

Tickers Number of Stores, 
End of Period - 
FY2020 

Inventory Turnover - 
FY2020 (x) 

Days Inventory 
Outstanding - FY2020 

Comparable Store 
Sales, Retail (Value) - 
FY2020 (USD, mn) 

BURL 727 4.9x 74.7 2.70% 

FIVE 900 4.1x 88.3 0.60% 

FND 133 2.3x 162.2 5.50% 

HD 2,291 5.1x 71.5 3.50% 

LOW 1,977 3.8x 95.5 2.60% 

ROST 1,805 6.4x 56.7 3.00% 

TJX 4,529 6.3x 57.8 4.00% 

TSCO 2,105 4.1x 90.1 23.10% 

Average 1,808 4.6 87.1 5.63% 
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Efficiency in retailer’s business practices can be measured by inventory turnover (higher is better), and days 
inventory outstanding (lower is better). Inventory turnover calculates the number of times inventory is sold 

in a given period, in this case one year. According to our table above, TSCO’s inventory turns, and days of 

inventory outstanding are better than Lowe’s but significantly lag Home Depot - the best-in-class operator 

and closest comp. Clearly there is still room for improvement at Tractor Supply. A similar picture emerges 

when looking at EBITDA margin, and net income margin for TSCO, which are 12.13% and 7.59% 

respectively (table below). 

 

Tickers EBITDA Margin -- FY2020 (%) Net Income Margin -- FY2020 (%) 

BURL 12.17% 6.87% 

FIVE 14.74% 9.48% 

FND 13.32% 6.57% 

HD 16.18% 10.20% 

LOW 11.07% 6.20% 

ROST 15.57% 10.36% 

TJX 12.67% 7.84% 

TSCO 12.13% 7.59% 

Average 13.48% 8.14% 

  

Tractor Supply’s qualities differ quite a bit from most of its peers in retail. As an example, Tractor Supply 

sells similar, bulky items to businesses such as Home Depot and Lowes. Despite this, Tractor Supply’s 
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average store size is only 16,713 square feet38 compared to Home Depot at 112,867 square feet, and Lowe’s 
at 105,370.39 Tractor Supply outperforms Lowe’s in every metric in our chart above yet underperforms 

Home Depot (the best-in-class retailer). Tractor Supply differs heavily from the discount retailer Five 

Below (FIVE), and general store retailer Dollar General (DG) in product differentiation, and store sizes. 

Five Below, and Dollar General’s average store sizes are 8,000 square feet, and 7,397 square feet 
respectively, but we present these as a simple comparison.  

Home Depot and Lowe’s represent like-competitors with similar products. Comparing Tractor Supply to 

other retail stores with generalized item selection such as Dollar General (DG), TJ Maxx (TJX) and 

Burlington Stores (BURL) show how the company stacks up in its sector more broadly. TJ Maxx, and 

Home Depot represent some of the best retailers in the world in terms of retailer efficiency, and profitability. 

Their metrics show an advantage over Tractor Supply. Home Depot, as the most similar peer, shows faster 

inventory turns, and higher margins. TJ Maxx shows similar advantages as well but differs drastically in 

products sold as compared to Home Depot. The metrics show that Tractor Supply is undoubtedly a strong 

competitor in the general retail sector, but also indicates the company’s potential to improve operations 
further when compared to the best retailers in the world.  

To highlight the best retailers in our comparison, Home Depot (HD), and Ross Stores (ROST) as illustrated 

in the tables above are very efficient, and highly profitable retailers. Returns on invested capital for 2020 

were 21.36%, and 57.05% respectively indicating efficient allocation of capital, as compared to Lowe’s 
(LOW) and TJ Maxx (TJX) at 15.14% and 45.66% respectively. Net income margins for Home Depot and 

Ross Stores are the only two retailers in our comparison to break the 10% margin threshold. These 

businesses also represent two of the highest inventory turnover ratios, and the two least days of inventory 

outstanding measured, indicating just how incredibly well run those companies are. 

Tractor Supply has ground to cover to reach the level of Ross and Home Depot, but we also believe this is 

where an opportunity lies. We believe that Tractor Supply simply has more low hanging fruit to improve 

its profitability than Home Depot or Ross which are already operating at peak efficiency. 

 

Tickers Return on Invested Capital [Mean, 

CY2010 - CY2020] (%) 

Return on Invested Capital [Mean, 

CY2015 - CY2020] (%) 

BURL 22.31% 23.98% 

DG 13.49% 14.60% 

FIVE 60.97% 34.41% 

FND 15.02% 15.02% 

HD 15.97% 20.65% 

LOW 10.91% 14.41% 

ROST 50.45% 43.56% 

TJX 45.83% 37.84% 

TSCO 23.79% 22.78% 

Average 28.75% 25.25% 

 
38 SEC Filing, TSCO FY2020 10-K.  Calculated using total selling square footage divided by number of stores. 
39 SEC Filing, HD & LOW FY2020 10-K.  Calculated using total selling square footage divided by number of stores. 
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We believe that ROIC is the most comprehensive measure of profitability. Moreover, we believe that the 

ability to re-invest capital, at high incremental rates of return is a critical component of any great business 

and only the best companies can do so sustainably over a long period of time. As illustrated above, TSCO 

has historically performed better than most of its peers, except for clothing retailers such as TJX and ROST. 

Tractor Supply’s ROIC has been mostly above 20% for the past decade, although we acknowledge that the 
company’s high % of leased properties vs. competitors flatters this statistic somewhat.  

Except for Five Below (Five) the discount clothing retailer, every retailer in our comparison is using debt. 

Lowe’s and Home Depot are the most highly leveraged companies. These two retailers, as well as 

Burlington Stores (BURL) have a positive net debt, meaning that their debts exceed their cash and 

equivalents. Tractor Supply, as well as the majority of our compared retailers has a negative net debt, 

showing that these retailers have more cash than long term debt.  

Analyzing debt to EBITDA, Tractor Supply’s most related competitors, Home Depot and Lowe’s, carry 
much higher debt loads. The company sits at a safe 0.6x Debt/EBITDA. In comparison to HD and LOW, 

Tractor Supply has much more space to lever up its balance sheet.  

 

Tickers 
Total Debt/EBITDA - 

FY2020 (x) 

Total Debt/(EBITDA-

CapEx) - FY2020 (x) 

Total Debt - FY2020 

(USD, mn) 

Net Debt - FY2020 

(USD, mn) 

BURL 1.1x 1.8x 1,005 602 

FIVE 0.0x 0.0x 0 -262 

FND 0.5x 1.6x 209 -99 

HD 1.7x 2.0x 31,483 29,350 



 
23 Private & Confidential www.lrtcapital.com 

LOW 2.2x 2.7x 19,306 18,590 

ROST 0.1x 0.2x 313 -1,038 

TJX 0.4x 0.6x 2,237 -980 

TSCO 0.6x 0.7x 1,022 -320 

 

Considering a $110 billion addressable market40, expanding customer base, potential for improvements in 

operations, and already strong returns on capital invested, we believe that Tractor Supply has the potential 

to continue to grow for many years ahead. 

 

Capital Allocation 

Over the past 10 years Tractor Supply Company generated $6.2 billion in cash from operations. $2.3 billion 

was spent on capital expenditures and acquisitions over that same period. Net income grew by $581 million 

over the 10 years. In addition, the company spent $3.2 billion on stock buybacks, reducing shares 

outstanding by 22% of its shares. Finally, the company paid $1.1 billion in dividends, and currently yields 

about 1%.  

 

 

 
40 According to Tractor Supply’s Investor Relations website. 
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Previously, we talked about a few of TSCO’s recent acquisitions, buying growth in new markets, and 

expanding TSCO’s strength in its category of pet food / animal feed, so we will not cover the details again. 
More so, we want to talk about Tractor Supply’s investments in its core stores, and the impact it may have 

on product expansions, and ultimately top-line growth. 

Hal Lawton (CEO) has focused on better monetizing TSCO’s omnichannel presence, which now accounts 

for 10% total sales in Q2 2021, as opposed to 2% at year-end 2019. Lawton has successfully allocated 

resources to help TSCO’s ecommerce sales grow by 5-fold. We expect online and in-app sales to continue 

to grow as a % of total sales as the younger, tech-savvy generations choose to shop at Tractor Supply more 

over the coming years. 

In 2016 the company acquired Petsense in a $145.7 million all-cash transaction financed with cash on hand, 

and revolver borrowings.41 The Petsense acquisition allowed Tractor Supply to enter the highly lucrative 

pet care segment. While a lot of the company’s sales were already coming from pet food prior to this 
acquisition, Petsense further increases TSCO’s exposure in this area. With consumers in the Western world 
delaying starting families and having children, one of the biggest trends over the past decade has been the 

personification of pets as a replacement for children. It is no wonder then that Pet Food (Chewy, Blue 

Bufallo), Pet Healthcare Diagnostics (IDEXX), Pet Insurance (Trupanion) have been big secular trends. 

We believe the Petsense fits well into this trend.  

There are currently only 188 Petsense locations in the United States.42 Petco (WOOF) and PetSmart 

represent two of the largest nationwide pet stores. Petco and PetSmart have 1,398 and 1,650 stores 

respectively. From a geographic standpoint, Petsense stores are mostly located in the Eastern part of the 

United States, with spotty coverage of the Midwest, and Western United States markets leaving room for 

geographic expansion. The market for pet related products is broad. As of 2018, nearly 85 million 

households had pets, with the percentage of households with pets increasing to 68% over 56% from 30 

years prior.43 Millennials, and Generation Z account for 62% of all pet owners, who also happen to be a 

new target audience for Tractor Supply. 

Tractor Supply has done an excellent job allocating available cash to organic growth. The company has 

purposely not allowed too much cash to pile up on the balance sheet, but rather returned excess capital to 

shareholders in the form of share buybacks, and dividends. The large amount of current cash on hand will 

likely be used for the upcoming acquisition of Orscheln Farm & Home. The acquisition is coming in at a 

cost of $297 million, which can easily be covered by the $1.2 billion in cash and equivalents on TSCO’s 
balance sheet as of yearend 2020.  

 

 
41 SEC Filing, 2016 Tractor Supply (TSCO) Form 10-K  
42 As of 09/02/2021 
43 Forbes.com, The Biggest Trends in the Pet Industry, Nov 27, 2018. 
https://www.forbes.com/sites/richardkestenbaum/2018/11/27/the-biggest-trends-in-the-pet-industry/?sh=2859bc28f099  

https://www.forbes.com/sites/richardkestenbaum/2018/11/27/the-biggest-trends-in-the-pet-industry/?sh=2859bc28f099
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Tractor Supply is currently underleveraged relative to its peers. Although total debt load has slightly 

increased, the company still has plenty of room to take advantage of the current low interest rate 

environment to lever up its balance sheet.  

 

Tickers 
Total Debt/EBITDA - 

FY2017 (x) 

Total Debt/EBITDA - 

FY2018 (x) 

Total Debt/EBITDA - 

FY2019 (x) 

Total Debt/EBITDA - 

FY2020 (x) 

BURL 2.1x 1.6x 1.3x 1.1x 

FIVE 0.0x 0.0x 0.0x 0.0x 

FND 1.8x 0.9x 0.6x 0.5x 

HD 1.5x 1.5x 1.6x 1.7x 

LOW 1.8x 2.0x 2.2x 2.2x 

ROST 0.2x 0.2x 0.1x 0.1x 

TJX 0.5x 0.5x 0.5x 0.4x 

TSCO 0.4x 0.5x 0.5x 0.6x 

 

Share buybacks over the past 10 years are illustrated below. The total share count has diminished by 32 

million shares with the inclusion of the share buybacks for FY2021.  
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Cash dividends paid by Tractor Supply Company have increased by more than 8-fold from $20 million in 

2010, to $175 million in 2020. This equates to $1.05 per share in 2010, and $1.50 per share in 2020.  

 

 

 

Tractor Supply continues to invest internally to maintain its competitive position and respond to changing 

customer needs. The company’s strategy includes the expansion for the outdoor, and garden categories, 

which will broaden Tractor Supply’s product offerings, and possibly attract new customers for gardening 
needs. Tractor Supply invested in its core business, improved margins, and returns generous amounts of 
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cash shareholders while doing so. The company has consistently bought back shares and returned excess 

capital to shareholders in the form of dividends.  

Overall, we believe that Tractor Supply’s Capital Allocation history is excellent. The company continues 

to invest in its business and intelligently return capital when appropriate. 

 

Moat  

Tractor Supply benefits from economies of scale in national advertising and purchasing efficiencies. 

TSCO’s ability to cater to more recreational outdoor hobbyists in parallel with more rural/suburban 

residents lends the business to an overall higher income demographic, with less cyclical effects on 

revenue.44  

Private label and exclusive brands offered by Tractor Supply account for 29% of revenues as of 2020 with 

room to grow. Brand preference of these products further widens TSCO’s moat. The company’s customer 
loyalty program known as “Neighbor’s Club” helps drive repeat business and brand loyalty.  

Tractor Supply’s scale advantage and the ability to reinvest capital with high returns on incremental 
investments underpins our confidence in the company’s future returns to shareholders – unlike companies 

such as Coca Cola (KO) and McDonalds (MCD) who distribute the majority of their earnings back to 

shareholders in the form of dividends because of a lack of attractive investment opportunities.45 In our view, 

Tractor Supply still has a long runway to reinvest capital in attractive opportunities. The company expects 

to open around 100 new stores per year. 

 

Valuation 

Relative to its peers, we believe that Tractor Supply’s growth potential is undervalued. The company is 

valued lower than most of its peers based on simple metrics such as EV/EBITBDA and EV/Sales. Given 

the company’s strong returns on capital, excellent history of capital allocation and attractive growth 
prospects this is unwarranted. 

 

Tickers Market Cap (mn) Enterprise Value (mn) EV/Sales - LTM EV/EBITDA - LTM EV/FCF - LTM 

BURL 19,160 19,604 2.3x 21.0x 23.4x 

FIVE 10,436 10,023 3.9x 23.9x 45.7x 

FND 13,454 13,289 4.4x 28.4x 45.9x 

HD 350,326 381,934 2.6x 15.9x 33.5x 

 
44 Morning Star, Tractor Supply Company, (updated Jul 22,2021) https://www.morningstar.com/stocks/xnas/tsco/quote  
45 Saber Capital Management, LLC. Importance of ROIC reinvestment versus legacy moats. 
https://sabercapitalmgt.com/importance-of-roic-reinvestment-vs-legacy-moats/  

https://www.morningstar.com/stocks/xnas/tsco/quote
https://sabercapitalmgt.com/importance-of-roic-reinvestment-vs-legacy-moats/
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LOW 141,485 160,061 1.7x 12.4x 37.3x 

ROST 40,089 37,035 2.1x 14.9x 12.3x 

TJX 82,819 79,066 1.8x 16.2x 17.1x 

TSCO 23,422 23,031 1.9x 15.7x 29.4x 

Average 85,149 90,505 2.6x 18.5x 30.6x 

 

Tractor Supply has shown both strong growth and very strong profitability (as evident in the company’s 
ROIC, ROIIC, SSS, etc). What’s more, of the companies in our comparison, Tractor Supply has grown at 

an average rate of 110 stores per year46 over the past 10 years, second only to TJ Maxx (another one of our 

favorite retailers), with an average of 178 new stores annually. Home Depot and Lowe’s have only grown 

at an average rate of 5, and 27 respectively, with Lowe’s showing net store closings since 2018. Discount 

retailers Five Below, and Ross Stores tied for third place at a rate of 80 store openings on average per year.47 

These retailers all at present day carry a higher EV/EBITDA multiple than TSCO, with the exception of 

Lowe’s and Ross.  

 

 

The table below shows the Compounded Annual Growth Rate (CAGR) of total revenues for each company 

at the intervals of 1, 3, 5, 7, and 10 years. Notably, Tractor Supply outperformed the majority of its peers 

in every comparison, with the exception of Five Below, and Floor & Decor (both companies with much 

shorter histories and smaller store counts than TSCO). TSCO’s CAGR for 2019 versus 2020 was an 
impressive 27%, with an average of 15% across the five comparisons.  

 
46 SEC Filings 2010-2020, TSCO 10-k filings.  
47 SEC Filings 2010-2020, BURL, FIVE, FND, HD, LOW, ROST, TJX, & TSCO 10-k filings.  
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Tickers 

Total Revenue 

[CAGR, FY2019 - 

FY2020] (%) 

Total Revenue 

[CAGR, FY2017 - 

FY2020] (%) 

Total Revenue 

[CAGR, FY2015 - 

FY2020] (%) 

Total Revenue 

[CAGR, FY2013 - 

FY2020] (%) 

Total Revenue 

[CAGR, FY2010 

- FY2020] (%) 

BURL 9% 9% 9% 8% 8% 

FIVE 18% 23% 22% 24% 31% 

FND 19% 21% 25% 28% 27% 

HD 2% 5% 6% 6% 5% 

LOW 1% 4% 5% 5% 4% 

ROST 7% 8% 8% 7% 8% 

TJX 7% 8% 7% 7% 7% 

TSCO 27% 14% 11% 11% 11% 

Average 11% 12% 12% 12% 13% 

 

 

Tractor Supply’s EV/EBITDA multiple, and EV/EBITDA-Capex have stayed relatively flat over the past 

ten years, while returns on capital and margins have actually improved during this period. For context, the 

P/E ratio of the S&P 500 has more than doubled during this period.  
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Our chart below illustrates the EV/EBITDA multiple of Tractor Supply relative to its peers. Observe that 

the multiple is lower than its group of peers. We have excluded BURL, FIVE, and FND as not to distort 

our graph with their high, and volatile historical multiples. Historically, Tractor Supply’s multiple was 
considerably more than its peers, but now rests quietly at the bottom of the group for 2020. Are the 

company’s growth prospects worse than its peers? We don’t think so. 

 

 

Conclusion 

We believe that Tractor Supply Company is a high-quality company. It earns outstanding returns on capital 

underpinned by economies of scale, has ample room for growth and its management has done an admirable 

job of capital allocation. As previously mentioned, our outlook for Tractor Supply includes potentially 

doubling the current store count. Tractor Supply recently raised company guidance during the Q2 2021 

earnings call. Current guidance from management states a range of $12.1 billion to $12.3 billion in 

revenues, with comparable store sales growth in the range of 11% to 13% for 2021. The company also 

expects share repurchases to range from $700 million to $800 million.  

The company is currently acquiring Orscheln Farm & Home, a retailer of farm and ranch supplies, which 

of course, is in line with Tractor Supply’s core business. The acquisition will lead to an addition of 167 
Orscheln Farm & Home stores across 11 states, for a price of $297 million.48 Orscheln Farm & Home’s 
potential addition to TSCO’s income is not included in current guidance.  

 
48 Tractor Supply, Tractor Supply Company Announces Agreement to Acquire Orscheln Farm and Home, a Farm and Ranch 
Retailer with 167 Stores in the Midwest. https://corporate.tractorsupply.com/newsroom/news-releases/news-releases-

https://corporate.tractorsupply.com/newsroom/news-releases/news-releases-details/2021/Tractor-Supply-Company-Announces-Agreement-to-Acquire-Orscheln-Farm-and-Home-a-Farm-and-Ranch-Retailer-with-167-Stores-in-the-Midwest/default.aspx
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We are happy to be long term shareholders in Tractor Supply. The company's customer base is expanding, 

capital is being intelligently allocated, returns are strong, and Tractor Supply’s moat protects the business 

from competition. New locations, and acquisitions will more than likely help continue the upward trend of 

Tractor Supply’s top and bottom-line growth. Finally, we believe, the company’s shares are available for 
purchase at a reasonable valuation given its growth prospects and competitive position. 

  

 
details/2021/Tractor-Supply-Company-Announces-Agreement-to-Acquire-Orscheln-Farm-and-Home-a-Farm-and-Ranch-Retailer-
with-167-Stores-in-the-Midwest/default.aspx  

https://corporate.tractorsupply.com/newsroom/news-releases/news-releases-details/2021/Tractor-Supply-Company-Announces-Agreement-to-Acquire-Orscheln-Farm-and-Home-a-Farm-and-Ranch-Retailer-with-167-Stores-in-the-Midwest/default.aspx
https://corporate.tractorsupply.com/newsroom/news-releases/news-releases-details/2021/Tractor-Supply-Company-Announces-Agreement-to-Acquire-Orscheln-Farm-and-Home-a-Farm-and-Ranch-Retailer-with-167-Stores-in-the-Midwest/default.aspx
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Our Portfolio 

The top ten investments in our portfolio as of 10/4/2021, in order of position size, are presented on the 

following pages. All valuation metrics and returns are as of 10/4/2021 unless otherwise stated. For a relative 

valuation context, the S&P500 is currently trading at 30.04x trailing and 21.47x forward earnings, 

respectively – one of the highest valuations ever recorded.49 The Russell 2000 trades at a forward PE ratio 

of over 32.68x – also an extremely high number. We believe our portfolio will generate far superior returns 

than the S&P500 going forward.  

The table below gives additional insight into our portfolio exposure. We are dramatically underexposed in 

technology, communication, financials, and utilities, while being overexposed in industrials, consumer 

cyclicals, real estate and basic materials. These sector weightings are an outcome of where we currently see 

opportunities, and not a top-down decision based on macro predictions. We will happily own many 

technology companies if their valuations become more attractive. 

Portfolio Statistics as of 10/4/202150 

Sector Allocations (Long Exposure, %) 

S&P 500 Sector Portfolio S&P 500 Delta 

Consumer Cyclical 21.46 11.68 9.78 

Industrials 21.43 8.54 12.89 

Healthcare 12.8 13.49 -0.69 

Financial Services 10.37 13.86 -3.49 

Basic Materials 7.09 2.22 4.87 

Real Estate 6.78 2.63 4.15 

Consumer Defensive 6.27 6.2 0.07 

Communication Services 5.62 11.47 -5.85 

Energy 4.5 2.4 2.1 

Technology 3.68 25.03 -21.35 

Utilities 0 2.48 -2.48 

    

Market Cap Allocations (%) 

Large 32.45 

Mid 50.96 

Small 16.6 

  

Country Allocations (%) 

United States 84.38 

Canada   8.40  

Denmark   5.87  

Singapore   1.35  
 

 
49 https://www.wsj.com/market-data/stocks/peyields  
50 Source: Morningstar, Sentieo. 

https://www.wsj.com/market-data/stocks/peyields
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#1 - Domino's Pizza, Inc. (DPZ)  

Domino’s Pizza is the world’s largest franchisor of pizza restaurants with over 
13,800 locations in 85 countries. As for any restaurant operator, the key metric 

to consider for Domino’s Pizza is same-store-sales (SSS) growth. Growing 

same-store-sales are ultimately how a restaurant business increases earnings 

from its existing assets. The company continues to impress in this criterion 

with SSS having grown in the U.S. for 40 consecutive quarters, and an 

astounding 109 straight quarters internationally. 

Two-thirds of the company’s stores are currently abroad, and the international segment remains the 
company’s largest growth opportunity, as the penetration of convenient fast food remains lower abroad 

than in the United States. Pizza is a product with exceptionally high gross margins, one that “translates” 
well across different cultures, and one that literally “travels well”, not losing much of its appeal when 

delivered in a cardboard box. The rise of 3rd party delivery platforms such as Uber Eats, Doordash and 

Grubhub is challenging the pizza category as it has expanded the number of choices consumers have for 

convenient takeout. However, the economics of food delivery remain challenging for most restaurants and 

platforms alike51, while pizza delivery continues to be highly profitable. Regardless of how the “delivery 
wars” currently playing out end, Domino’s financial results show little impact of this increased competition, 

and the company continues to deliver exceptional financial performance. 

Domino’s Pizza stock is not optically cheap based on forward earnings, however, the company has routinely 

reported earnings growth of over 20% in almost all quarters since 2009. Given the company’s high growth 
rate, international growth opportunities, and capital light business model, which allows for returns on 

invested capital of over 40%, we are happy to continue to hold the shares.  

 

Shares are +23.61% year-to-date and +9.5% over the past twelve months. 

 

  

 
51 DoorDash lost $312 million in Q4, 2020. Source: DoorDash, 8-K Earnings, Update, 25-Feb-21 
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#2 - Stepan Company (SCL) 

Stepan is an under-the-radar company with a market capitalization 

of approximately $3.0b.52 The company is engaged in the 

manufacturing of specialty chemicals, primarily for the cleaning 

industry. The company’s products are the principal ingredients in 
consumer and industrial cleaning products such as washing detergents, as well as shampoos, body washes, 

and fabric softeners. The company’s specialty products include emulsifiers, food stabilizers, flavorings, and 
nutritional supplements. 

Segment Share of revenue53 

Surfactants 68.98% 

Polymers 27.97% 

Specialty Products 3.05% 

 

Don’t let the dullness of the company’s products fool you. While Stepan operates in a commoditized 
industry, the company has been an efficient operator and has been able to expand margins over time. What 

looks on the surface like a cyclical, commoditized business is in fact a very resilient provider of key inputs 

to daily necessities such as body and household cleaning products. Due to its resilience through different 

economic cycles, Stepan has been able to increase its annual dividend for 54 years in a row. What’s more, 
payouts to shareholders did not come at the expense of reinvesting in the business. The company has grown 

earnings-per-share by a factor of 5x over the last two decades while maintaining returns on invested capital 

in the mid-teens. 

 

 

Shares are -2.86% year-to-date and +7.44% over the past twelve months. 

 
52 As of 5/1/2021. Source: Sentieo. 
53 Source: Stepan, 8-K Earnings, 27-Apr-21 
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#3 - Novo Nordisk A/S (NVO) 

Novo Nordisk is the global leader in insulin, which is, sadly, a growing 

business as more and more people around the world suffer from diabetes. 

millions of people need daily injections of insulin to stay alive54, a number 

that, unfortunately, is likely to continue to grow by millions more in the 

coming decade. It may seem at first glance that insulin should be a 

commoditized business, after all, it was discovered and synthesized over a 

hundred years ago, but nothing could be further from the truth. There are many types of insulin and Novo 

Nordisk has spent billions on R&D over the years to develop new products. On February 11th, the company 

reported favorable results from a phase-3 trial of Semaglutide, a drug that is currently used for Type 2 

diabetes treatment. The study evaluated the use of Semaglutide for weight loss treatment in non-diabetic 

patients and found a significant impact on weight loss for patients receiving Semaglutide vs. the placebo 

control group. If Semaglutide is approved for weight loss treatment, we expect it will be meaningfully 

accretive to the company’s bottom line.  

The company’s proprietary product line supports returns on invested capital of over 40%, and while sales 

growth is relatively slow (+6% annualized CAGR over the past decade), the company’s shares trade at a 
reasonable valuation of only 22x forward earnings. For a company with an extremely predictable business, 

high returns on capital, and an easily forecastable future, we believe this to be highly attractive.  

 

 

Shares are +41.53% year-to-date and +43.98% over the past twelve months. 

  

 
54 According to the WHO there are 422 million diabetics worldwide. This is estimated to increase to over 570 million by 2030. 
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#4 - Marriott International, Inc. (MAR) 

Marriott is the world’s largest hotel company followed closely 
by Hilton (HLT) and Intercontinental Hotels Group plc (IHG). 

The company owns a portfolio of brands from the low end 

(Courtyard, SpringHill Suites, Aloft), through the mid-tier 

(Marriott, Sheraton, Westin, Renaissance Hotels), to the luxury high end (JW Marriot, Ritz-Carlton, St. 

Regis). In total the company had 7,642 properties with over 1.4 million rooms as of the end of Q1 2021.55 

The majority (85%) of Marriott’s revenue comes from hotels in the United States, with the rest almost 

evenly split between Asia Pacific and Europe. Like it’s smaller peer, Hilton, the company today is almost 
exclusively a manager and franchisor of hotels, not a hotel owner. The company owns 66 hotels, manages 

2,083 and franchises 5,493. Like all franchise-based businesses Marriott requires very little capital to grow 

as it utilizes the investment capital of its hotel-owners/partners to expand. Marriott currently faces a difficult 

operating environment due to the Covid-19 pandemic and uncertainty about the future of business travel. 

However, the company is an excellent operator with a somewhat leveraged capital structure (the company 

acquired Starwood Properties in late 2016) – if pent-up demand for travel materializes post-Covid, as we 

expect it will, the company will quickly go from losing money to raking in profits.  

 

 

 

 

 

 

Shares are +17.6% year-to-date and +62.88% over the past twelve months. 

 

  

 
55 Source: Marriott, 10-K/A, 02-Apr-21 
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#5 - Hexcel Corp. (HXL) 

Hexcel manufactures carbon fiber composite materials with the 

primary end markets being aerospace and defense. The company’s 
stock price was hit heavily last year due to the decline in the 

aerospace market, but the stock is making an impressive comeback 

this year as the outlook for travel and aerospace demand improves. The near-term demand for lightweight, 

high-performance carbon fiber composites is still uncertain, but the longer-term trend is clearly very strong. 

As airplane manufacturers look to improve the fuel efficiency and performance of their planes, the primary 

way of doing this is to reduce weight. The 787, 777X and A350 are just the most recent examples of planes 

from Boeing and Airbus that utilize an increasing amount of carbon fiber materials in their construction. 

Segment Share of revenue 

Commercial Aerospace 47.60% 

Space & Defense 36.00% 

Industrial 16.40% 

 

 

 

Hexcel reported a profit of $0.08 per share for Q2 2021, while revenue declined 15% year-over-year.56 Just 

as is the case with Marriott, we do not view these results as meaningful or indicative of a long-term trend, 

but rather a once in a century aberration due to the Covid-19 pandemic. Once Covid-19 recedes, we expect 

the demand for more fuel-efficient planes to return rather quickly, powering the demand for the company’s 
light weight carbon composites. 

Shares are +28.23% year-to-date and +67.38% over the past twelve months. 

 

 
56 Source: HXL 8-K Earnings, Update, Other, 26-Jul-21 15:28 
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#6 - Repligen Corporation (RGEN) 

Based in Waltham, MA, Repligen makes 

equipment for the biologic drug manufacturing 

industry. The company’s main products are focus 
on filtration (48% of revenue), chromatography57 

(20% of revenue), process analytics products (9% of revenue), as well as select proteins used in the 

manufacturing of biological drugs (22%). We believe that biological drugs represent the most exciting 

frontier of medicine today, with monoclonal antibodies and gene therapy amongst the most promising 

approaches to tackling rare diseases. 

The manufacturing of biological drugs is very different from that of traditional, “small molecule” drugs. 
Whereas the construction of a traditional line for a traditional small molecule drug might cost as little as $5 

million dollars, the development and scaling of a biological manufacturing line can cost well over $100 

million. Every biological manufacturing process is different, but their common feature is that the active 

ingredient in the drug is created by living cells and usually consists of a complex protein that is administered 

to the patient by injection. In the most general of terms the manufacturing of a biological drugs has the 

following stages: 

● Creation and selection of cell culture to produce desired protein. 

● Growth and amplification of selected cells – usually in a bioreactor. 

● Filtration, purification, and isolation of active ingredient. 

● Testing, quality assurance and packaging. 

Under CEO Tony Hunt, Repligen has successfully reoriented itself away from selling commoditized inputs 

to the biological manufacturing process, towards selling specialized proprietary equipment – largely 

accomplished through M&A. Revenue grew at a CAGR of 22% before Tony joined the company and at 

41% since then. Importantly, this growth has not come at the expense of margins or ROIC, which have 

remained very strong throughout the period. 

 

Shares are +42.41% year-to-date and +84.29% over the past twelve months. 

 
57 https://www.nist.gov/video/what-chromatography-all-about  
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#7 - Texas Pacific Land Trust (TPL) 

Long time readers will know that we rarely invest in commodity businesses. However, 

there are periods in the market where commodity-based businesses outperform the 

broad indexes by a wide margin. Therefore, in order to have balance in the portfolio, 

we have long searched for a competitively advantaged company in the commodity 

space. We believe that Texas Pacific Land Trust (TPL), meets that criteria. Formed out 

of assets of formerly bankrupt railroads, TPL controls the largest acreage of land in the 

Permian basin – the center of the US shale oil industry. The company has two main sources of income: 1) 

royalties from oil & gas extracted on its properties – essentially a free call option on future oil prices and 

production; and 2) a water business which develops water resources and sells services to the fracking 

industry. We see TPL as an effective way to diversify the portfolio into a commodity exposed business that 

has a history of smart capital allocation and low risk of financial distress during periods of low oil prices. 

The company has no debt, and $281 million in cash.58 

The company uses most of its cash flows to pay dividends and repurchase shares. 

 

 

 

Shares are +59.43% year-to-date and +162.51% over the past twelve months. 

  

 

 

  

 
58 Source: TPL, Investor Presentation March 2021, 02-Mar-21 
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#8 - Watsco Inc. (WSO) 

Watsco is a long time holding of our fund that recently made it into the top ten. 

The company distributes Heating Ventilation and Air Conditioning equipment 

(HVAC). The HVAC distribution business is approximately 80% replacement 

/ 20% new construction. This is a great business due to the fragmented supplier 

base (seven major HVAC manufacturers) and fragmented buyers (thousands of 

HVAC contractors). This limits the bargaining power of both buyers and 

suppliers. Furthermore, while homeowners ultimately pay the bill, in most 

cases it is the contractor that makes the purchasing decision. Parts availability, speed of delivery and ease 

of installation play a major role in the purchasing decision with price being only a secondary consideration. 

Most HVAC equipment is bulky and difficult to ship – limiting competition from online players. Simply 

put, when your HVAC unit breaks on a hot summer weekend you don’t spend time shopping around for 
the lowest price – fixing the AC unit becomes a priority no matter the cost. The company’s earnings are 
also extremely predictable given that the majority of sales are tied to replacement demand which itself is a 

function of the installed base. 

Watsco is the largest player in a very fragmented industry. The company earns mid-teens returns on invested 

capital and pays out the majority of earnings in the form of dividends. The company also expands through 

acquisitions over time, buying up smaller independent HVAC distributors. Most recently they have 

acquired Temperature Equipment, a Chicago based distributor59. Watsco also has the most unique long-

term compensation policy for senior executives we have ever come across in corporate America – all stock 

grants vest at retirement or after 10 years, whichever comes later. This makes managers extremely long-

term focused, something we believe is a real benefit for a company that grows primarily through 

acquisitions. 

Watsco last reported earnings on July 22nd, beating both top (EPS +64% YoY) and bottom-line estimates. 

The company also raised its dividend in conjunction with reporting earnings60. We believe the shares are 

attractive at current valuations given the extremely predictable earnings the company enjoys, recession 

proof nature of the product and long growth runway. GAAP earnings are understated due to the amortization 

of intangible assets related to prior acquisitions. 

Shares are +20.57% year-to-date and +19.16% over the past twelve months. 

 

  

 
59 https://seekingalpha.com/news/3673106-watsco-to-acquire-temperature-equipment-terms-not-disclosed 
60 https://seekingalpha.com/pr/18404390-watsco-eps-jumps-64-percent-to-3_71-setting-records-for-sales-operating-profit-operating  

https://seekingalpha.com/news/3673106-watsco-to-acquire-temperature-equipment-terms-not-disclosed
https://seekingalpha.com/pr/18404390-watsco-eps-jumps-64-percent-to-3_71-setting-records-for-sales-operating-profit-operating
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#9 - Colliers International Group Inc. (CIGI) 

Colliers International Group is a commercial real estate brokerage and investment 

management company founded by Jay S. Hennick in 1976 in Toronto, Canada. From 

humble beginnings the company has grown, primarily through acquisitions, to 

become one of the five largest commercial real estate brokerages in the world (the 

others being CBRE, Jones Lang LaSalle, Cushman & Wakefield, and Savills). The 

company today offers a full range of services and reports in the following segments: 

Outsourcing & Advisory (45% of revenue; this includes Engineering & Design services, Valuation services 

and Property Management), Capital Markets (25% of revenue), Commercial Real Estate Leasing (24% of 

revenue), and Investment Management (6% of revenue). The company believes that about half of its 

revenue is recurring in nature. The Investment Management segment deserves special attention, as it is the 

result of an acquisition of the real estate investment management company Harrison Street in 2018. While 

the segment contributes the smallest part of revenues, it has a very high margin, contributing over 17% of 

the company’s EBITDA. 

Colliers has historically grown by acquisition and we expect it to continue to do so. The real estate services 

market is highly fragmented outside of North America presenting ample opportunities for Colliers to 

continue its growth strategy. The company has been a good steward of shareholder capital and spun out 

FirstService Residential (FSV) in 2014 to maximize the value of that business. This spinout accounts for 

the drop in revenue in 2014 seen in the chart below. 

 

 

 

Shares are +43.91% year-to-date and +95.01% over the past twelve months. 
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#10 - TFI International Inc. (TFII) 

TFII International (formerly known as Transforce) is a 

recent addition to our portfolio – it is a Canadian 

logistics company with exceptional management 

operating in a consolidating industry. TFII came to our 

attention when they announced their purchase of the US 

operations of UPS Freight on January 25th, 2021. The 

company has a long history of growth through 

acquisition. Long time CEO Alain Bedard is fond of telling investors that he would rather own Scotiabank 

and get a 3% dividend than make deals that result in 3% returns61. This Canadian company also recently 

dual-listed in the United States. 

UPS Freight, recently acquired by TFII, is a less-than-truckload (LTL) operation. LTL operations can build 

scale-based cost advantages as they require the consolidation of shipments in local hubs. This lends LTL 

operators to develop competitive moats based on local network density creating barriers to entry, as opposed 

to pure long-term trucking which is open to competition from anyone able to lease a truck. Pure play LTL 

companies such as SAIA, Inc. (SAIA) and Old Dominion Freight Line (ODFL) have historically generated 

very attractive returns for shareholders. Prior to the announced acquisition TFI already generated excellent 

returns for shareholders through very efficient operations and good capital allocation. Through the 

acquisition of UPS Freight US, the company immediately became one of the largest players in the US LTL 

market. The relatively low price paid for the asset (5.3x EBITDA pre-synergies, and the fact that UPS is 

taking a $500 million accounting charge on the deal) suggests TFII got a good deal. ODFL and SAIA both 

trade at over 15x EV/EBITDA. 

We expect earnings to rise sharply at TFII over the next twelve months as the economy accelerates post-

Covid. We are currently also long shares of Saia, Inc. (SAIA), the LTL operator headquartered in Georgia, 

based on the same investment thesis. Shares of Saia, Inc., are up +29.63% year-to-date and +81.41% over 

the past twelve months. 

Shares are +95.5% year-to-date and +135.21% over the past twelve months. 

  

 
61 TFII Q2 2019 conference call. 
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As always, I look forward to hearing from you and answering any questions you might have. Thank you 

for your continued interest and support. 

 

  

 

Lukasz Tomicki 

Portfolio Manager 

LRT Capital 
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Appendix I: Attributions and Holdings as of 9/1/2021 

LRT Economic Moat Portfolio Statistics 

Top Holdings (%) Sector Allocations (Long Exposure) 

Domino's Pizza, Inc. (DPZ) 7.37 Sector Portfolio S&P 500 Delta 

Stepan Company (SCL) 7.09 Industrials 21.89 8.74 13.15 

Novo Nordisk A/S (NVO) 5.70 Consumer Cyclical 21.39 11.76 9.63 

Marriott International, Inc. (MAR) 5.68 Healthcare 12.51 13.53 -1.02 

Hexcel Corp. (HXL) 4.97 Financial Services 10.92 13.85 -2.93 

Repligen Corporation (RGEN) 4.86 Basic Materials 7.11 2.27 4.84 

Texas Pacific Land Trust (TPL) 4.52 Real Estate 6.58 2.63 3.95 

Watsco Inc. (WSO) 4.48 Consumer Defensive 6.25 6.34 -0.09 

Colliers International Group Inc. (CIGI) 4.25 Communication Services 5.17 11.24 -6.07 

TFI International Inc. (TFII) 4.02 Energy 4.5 2.54 1.96 

Top Holdings Total 52.94 Technology 3.68 24.64 -20.96 

  Utilities 0 2.46 -2.46 

Hedges (%) Market Cap Allocations (%) 

Vanguard Mid-Cap ETF (VO) -10.36 Large 31.73 

Vanguard Small-Cap ETF (VB) -9.46 Mid 51.72 

iShares Core S&P Mid-Cap (IJH) -9.20 Small 16.55 

SPDR S&P MidCap 400 ETF (MDY) -9.19   

iShares Russell 2000 (IWM) -8.89   

iShares Core S&P Small-Cap (IJR) -8.58   

Return Attribution (%) Country Allocations (%) 

Long Equity -4.60 United States 84.68 

Hedges 0.93 Canada   8.27  

Unlevered Gross Return -3.67 Denmark   5.70  

Leveraged Gross Return -7.71 Singapore   1.35  

Net Return -6.57   

 

Source: Morningstar, Sentieo. 

Net returns are net of a hypothetical 1% annual management fee (charged quarterly) and 20% annual performance fee. Individual 

account results may vary due to the timing of investments and fee structure. Please consult your statements for exact results. 

Please see the end of this letter for additional disclosures. 
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Appendix II: Investment Philosophy 

Over the past 36 months, we saw a large increase in the number of LRT Capital partners (the term we use 

to describe our clients). With so many newcomers, it is important that we write about our investment 

philosophy again. 

Here are the key points: 

● Exceptional stock returns come from exceptional business returns on a per-share basis. 

● We seek to invest in high-quality companies, i.e. those possessing sustainable competitive 

advantages (moats), the ability to grow and reinvest capital over time, and management that excels 

at capital allocation. 

● We only purchase companies whose shares trade at a discount to our assessment of their intrinsic 

value. 

● It is futile to predict short-term market movements. We seek to hold our investments for as long as 

possible.  

● The financial markets are dominated by short-term traders who see stocks as casino chips. This 

occasionally allows us to purchase shares in great companies at large discounts to their true worth. 

● If we are right about the trajectory of the businesses we invest in, over time, we will be right on the 

trajectory of their stock prices. 

We view stock market volatility as a source of opportunity. Volatility allows us to profit by acquiring shares 

in superb businesses at attractive prices. The more that markets (the “other” participants) are irrational, the 
more likely we are to reach our ambitious performance objectives. 

In the long run, stocks are the best investment asset class, but our experience has taught us that our 

investment process will not generate linear returns. In some years, our portfolio will outperform, and in 

others, it will generate a below average return. This is a certainty that we must accept. We are long-term 

investors and we do not try to dance in and out of the market. 

In summary, our investment strategy can be summed up in three steps: 

● Only seek out high-quality companies. 

● Do not overpay. 

● Do nothing – patience and discipline are the keystones to success. 
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Appendix III: Portfolio Construction Software Overview 

LRT separates the discretionary and qualitative process of selecting the equity holdings from the 

portfolio construction process which is systematic and quantitative.  

 

Our quantitative process considers each position’s contribution to portfolio volatility, contribution of 
idiosyncratic vs. systematic risk and portfolio factor (size, value, quality, momentum, vol, etc.) 

exposures. 

The system outputs target portfolio weighs for each position. We trade mechanically to rebalance the 

portfolio each month to the targeted exposures. This eliminates emotions, human biases and 

overconfidence risk. 

 

Example system output: 
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Disclaimer and Contact Information 

LRT Capital Management, LLC is an Exempt Reporting Adviser with the Texas State Securities Board, 

CRD #290260. Past returns are no guarantee of future results. Results are net of a hypothetical 1% annual 

management fee (charged quarterly) and 20% annual performance fee. Individual account returns may vary 

based on the timing of investments and individual fee structure. 

This memorandum and the information included herein is confidential and is intended solely for the 

information and exclusive use of the person to whom it has been provided. It is not to be reproduced or 

transmitted, in whole or in part, to any other person. Each recipient of this memorandum agrees to treat the 

memorandum and the information included herein as confidential and further agrees not to transmit, 

reproduce, or make available to anyone, in whole or in part, any of the information included herein. Each 

person who receives a copy of this memorandum is deemed to have agreed to return this memorandum to 

the General Partner upon request.  

Investment in the Fund involves significant risks, including but not limited to the risks that the indices 

within the Fund perform unfavorably, there are disruption of the orderly markets of the securities traded in 

the Fund, trading errors occur, and the computer software and hardware on which the General Partner relies 

experiences technical issues. All investing involves risk of loss, including the possible loss of all amounts 

invested. Past performance may not be indicative of any future results. No current or prospective client 

should assume that the future performance of any investment or investment strategy referenced directly or 

indirectly herein will perform in the same manner in the future. Different types of investments and 

investment strategies involve varying degrees of risk—all investing involves risk—and may experience 

positive or negative growth. Nothing herein should be construed as guaranteeing any investment 

performance. We do not provide tax, accounting, or legal advice to our clients, and all investors are advised 

to consult with their tax, accounting, or legal advisers regarding any potential investment. For a more 

detailed explanation of risks relating to an investment, please review the Fund’s Private Placement 
Memorandum, Limited Partnership Agreement, and Subscription Documents (Offering Documents).  

This report is for informational purposes only and does not constitute an offer to sell, solicitation to buy, 

or a recommendation for any security, or as an offer to provide advisory or other services in any 

jurisdiction in which such offer, solicitation, purchase, or sale would be unlawful under the securities laws 

of such jurisdiction. Any offer to sell is done exclusively through the Fund's Private Placement 

Memorandum. All persons interested in subscribing to the Fund should first review the Fund’s Offering 
Documents, copies of which are available upon request. The information contained herein has been 

prepared by the General Partner and is current as of the date of transmission. Such information is subject 

to change. Any statements or facts contained herein derived from third-party sources are believed to be 

reliable but are not guaranteed as to their accuracy or completeness. Investment in the Fund is permitted 

only by "accredited investors" as defined in the Securities Act of 1933, as amended. These requirements 

are set forth in detail in the Offering Documents. 

 

LRT Capital Management, LLC 

108 Wild Basin Road, Suite 250 

Austin, TX 78746 

Office: +1 512 320 9085 

www.lrtcapital.com 

 

http://www.lrtcapital.com/

