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July 18, 2018

Dear Clients:
We are pleased to provide you with a performance report and a summary of
portfolio changes for the second quarter of the year.
In the second quarter, the S&P 500 posted a 3.4% total return and is up 2.7% for
the first half of the year. CK Advisors' equity composite did not keep pace with
the Index, rising 1.4% after fees in the quarter. At the risk of sounding like a
broken record , the stock market was led by a handful of large capitalization
growth stocks which we do not own. Amazon and Netflix alone accounted for
over one-half of the year to date gain in the S&P 500. Moreover, just six
technology stocks accounted for the entire increase, with the other 494 stocks in
the Index unchanged in aggregate. Such lopsided performance is not a good
backdrop for us.
Returns for balanced account clients reflected a blend of equity and fixed income
returns. On the fixed income side, we maintained a defensive posture with a
heavy weighting in short duration bonds. This positioning continued to help as
the Barclays Aggregate Bond Index fell -0.2%. A tight labor market and the
potential for a pick-up in inflation due to trade tariffs could cause the Federal
Reserve to tighten monetary policy at a faster pace than desired.
By S&P sector, Industrials and Financials both fell 4% in the quarter. These are
areas where we have many investments. On the plus side, the Energy sector
jumped 13% on the back of higher oil prices. This was the first solid return for
energy stocks in a long time.
Once again, to put our results in context, we provide you with the following
comparison. While we will not alter our use of the S&P 500 as our primary
benchmark Index, our results may continue to deviate from this Index because of
our style. We are hopeful the deviation cuts both ways!
Russell Equity Indexes
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1000 Large Cap Growth Index
1000 Large Cap Value Index

5.8%
1.2%

7. 2%
-1.7%

Unfortunately, recent macro developments provided investors the ammunition to
continue to favor just a handful of high growth, expensive stocks to the detriment
of many other market sectors. In an effort to negotiate better trade deals, the
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Administration has picked fights with nearly every major trading bloc. There are
no signs that this strategy will bear fruit and trade disputes may linger as no side
wants to back down. Tariffs are being rolled out across a variety of industries
and may stunt growth in the global economy. These developments have hurt the
stocks of many industrials and multinationals. Higher oil prices and a stronger
dollar are also weighing on the shares.
Also affecting cyclical stocks has been the "flattening " of interest rates across
maturities. Investors have taken note of this flattening and are increasingly
focused on a possible "inversion", whereby long-term interest rates move below
short-term rates. An inverted yield curve has been a precursor to past
recessions .
Turning to individual securities, CSX, Hess and UnitedHealth Group contributed
nicely to performance in the quarter. CSX's stock price rose as the rail operator
continued to execute the turnaround initiated by CEO Hunter Harrison last year.
In prior stints running th ree different railroads, Harrison had remarkable success
using an operating system based on "precision scheduled railroading ." Though
he passed away last December, CSX brought in key senior managers who had
worked closely with Harrison and had extensive experience with precision
scheduled railroading .
CSX has made additional strides under the new leadership team, achieving
major improvements in cost, productivity and asset utilization . Transit times are
down while on-time originations and arrivals are markedly up, producing a record
level of customer service. Efficiency gains should further allow the ra il to add
capacity without using much capital. CSX should generate significant free cash
flow due to this reduction in capital spending, higher profits and a reduced tax
bite. It will use the excess cash to buy back an impressive ten percent of its
shares in only a year.
Hess's stock roared higher as the oil producer is highly levered to surging crude
prices and also announced its eighth major discovery in offshore Guyana .
Guyana is transformational for Hess and is finally becoming visible to investors
with production from the region starting in 2020. Guyana should deliver industry
leading returns , margins and free cash flow for over a decade. There is
substantial upside from further exploration success in the region wh ich the stock
does not appear to fully reflect.
The company's recent portfolio and capital moves also buoyed the stock. Hess
has divested mature, high cost assets to fund Guyana and focus on low cost,
high return assets. These asset sales together with the rapid growth of low cost
regions will significantly improve the company's expense structure. Hess also
used the sales proceeds to bolster an already solid balance sheet, giving it the
firepower to initiate a large stock buyback while paying down debt.

UnitedHealth Group's stock advanced due to the continuation of strong
fundamentals as well as rotation into companies with mainly domestic exposure.
United's quarterly earnings were robust, particularly at Optum which provides
technology, patient care, pharmacy management and other services. Optum is
comprised of United's higher growth, more stable, businesses and drives the
insurer's premium valuation versus peers. United's health insurance segment
turned in a solid profit gain, highlighted by excellent growth in its Medicare and
Medicaid businesses and a better than expected medical loss ratio (the insurer's
medical costs as a percent of premium revenue).
Our bank holdings (Bank of America, BB&T and JP Morgan), Carnival and
ManpowerGroup hurt performance. Our bank stocks fell due to concerns that the
continued flattening of the yield curve could pressure net interest margins: the
difference between what they earn on longer term loans and what they pay for
short-term borrowings. A flatter yield curve may signal a slowdown in the
economy, which would also have a negative impact on bank stocks.
Despite these concerns we think the overall outlook for our banks is positive.
Post the financial crisis banks are required to hold much more capital. This
additional buffer has substantially reduced risk in the banking system. As a
testimony to the balance sheet strength of our bank holdings, the Federal
Reserve recently allowed them to raise their dividend by an average of thirty
percent and buy back over five percent of their shares in the next year. Finally,
reform aimed at easing onerous regulations could result in meaningful
improvement in the profitability of our banks.
Carnival's stock fell sharply after the cruise operator cut its annual profit
guidance. We thought the sell-off was overdone since the revision was solely
due to higher fuel and foreign exchange costs, whereas Carnival's underlying
fundamentals remained intact Though Caribbean bookings are a bit soft, this
was expected due to above normal hurricane activity in the region last year. In
all other regions Carnival is currently enjoying solid demand and price increases,
and the Caribbean should begin to improve later this year.
Manpower provides temporary staffing and permanent recruitment services. The
stock dropped significantly due to concerns about the recent deterioration in the
company's gross margin, which Manpower attributed to unfavorable account mix
(large client accounts which are less profitable have been growing more rapidly)
and a reduction in French tax credits. Management believes that these are
temporary factors and that the gross margin will eventually stabilize. Adding fuel
to the fire were signs that the European economy is slowing. Europe is
particularly important, contributing nearly two thirds of Manpower's profits.
We added to our position in DowDuPont after the stock declined due to fears that
the company could be negatively impacted by trade wars, especially in its
Agriculture segment. Certain U.S. exports to China such as soybeans could get

hurt, but this crop constitutes only a small part of the company's Agriculture
sales. The greater concern is that commodity price volatility and uncertainty
could further pressure an already struggling U.S. farmer, causing a broader
impact on the company's Agricultural businesses. To a lesser extent there is the
risk that Chinese tariffs could unfavorably impact some of the company's
chemical businesses.
Nonetheless, we thought that the risk/reward ratio for this stock was attractive
based on DowDuPont's strong overall fundamentals and wide discount to
intrinsic value. Earlier in the year the company raised the cost synergies
expected from the merger of Dow Chemical and DuPont and moved up the
timeline for the plan to separate into three companies. We believe these spinoffs
will be an important catalyst for the stock, highlighting the undervaluation of
DowDuPont on a sum of the parts basis.
We also added to our holdings in Delta Airlines after the stock pulled back.
Please see our last client letter for a discussion of Delta. Our timing was
unfortunate since oil took another leg up after the purchase, causing the airline's
fuel costs to escalate. However, if the current strong demand environment
persists Delta should eventually be able to pass through most of this increase by
raising fares .
There were two corporate actions impacting client accounts in the quarter. In
June, Northrop Grumman completed the acquisition of Orbital ATK, for which you
received cash. While we enjoyed a nice return from our position, we were
disappointed that the deal closed just a few days prior to receiving long term tax
treatment. Also, Pentair spun off nVent to shareholders during the period.
Pentair provides residential and commercial water treatment products and
services. nVent makes a wide range of solutions to protect and connect
electrical and electronic products. For the moment, we held onto this small
position.
Earlier this month you should have received a statement of your individual
account performance and management fee. The fee was deducted from client
accounts last week.
Please feel free to contact us with any questions or concerns.
Sincerely,

~
Daniel K. Cantor
Managing Member
Enclosure
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Jeffrey C. Kinzel
Managing Member

