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Liquidity Services: Significant percentage in 22NW
LP & Roumell Capital’s portfolio and signs of moat
BASICS
M.Cap: $215 million
The company creates liquid marketplaces
for surplus and scrap assets.
Traditional methods of surplus and
salvage asset disposition include ad-hoc,
negotiated direct sales, utilization of
individual brokers or sales agents, and
live on-site auctions.
The company provides sellers with a
comprehensive solution to quickly bring
surplus assets to market and enhance the
financial value realized from the sale of
their surplus assets. The company
provides its sellers with access to a
network of liquid marketplaces with over
3.4 million professional buyers.
Roumell Asset Management
 The top five stocks account for 57% of
the total portfolio.
 Liquidity service accounts for 10.9% of
the total portfolio – Rank #2
22NW, LP
 The top five stocks account for 38% of
the total portfolio.
 Liquidity service accounts for 6.2% of
the total portfolio – Rank #6
SIGNS OF MOAT
a) Network effect

“More supply leads to more relevant
listings for buyers, which leads to more
buyers. More buyers leads to more
transactions, meaning better results for
sellers, thus creating more sellers, which
circles back to more supply.”
b) Barriers to Entry
The company’s warehouse can be
replicated – in fact, a competitor can
easily double or triple the company’s
warehouse capacity (which is less than
0.6 million square feet), but it is difficult
to attract a large buyer and seller base.
Think of Facebook, LinkedIn, eBay – the
network effect itself acts as a barrier to
entry.
ADDITIONAL NOTES
Owner-operator
William P. Angrick, III
Ownership: 15.6%
Mr. Angrick held the belief that there is a
better way forward in the $150 billion
reverse supply chain industry and
dedicated himself to creating a company
to provide better service, scale, and
results—and Liquidity Services was born.
Mr. Angrick is a co-founder of the
Company and has served as the Chairman
of the Board of Directors and Chief
Executive Officer of the Company since
January 2000.

The company’s CEO, Bill Angrick, in an
interview, explains the network effect
enjoyed by the company.
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Vapotherm: Signs of moat
BASICS
M.Cap: $205 million
Vapotherm is a medical technology
company focused on treating patients
suffering from respiratory distress.
What is the traditional standard?
NIPPV (non-invasive positive pressure
ventilation) is the traditional standard of
care for respiratory distress, and
technology that is roughly 35 years old.
NIPPV uses pressure to drive gas in and
out of a patient’s lungs. It is typically
administered by fitting an air-tight mask
over the patient’s nose and mouth, and
tightening a strap around the patient’s
head to secure the mask in place.
Drawbacks of NIPPV
 According to a study, 30% of patients
are intolerant of NIPPV masks.
Moreover, NIPPV masks cause
discomfort (since the patient cannot
eat, talk or drink), and can cause facial
skin ulceration and trauma to the
lungs.
 Patients who cannot tolerate NIPPV
are often sedated and potentially
intubated in preparation for
mechanical ventilation.
 Patients treated with NIPPV are often
transferred to the ICU because NIPPV
typically requires intensive
monitoring.
Vapotherm’s edge
 The device is mask free. As such, while
using the company’s products, patients
can eat, drink and talk.

 As per the company’s 10-K, Precision
Flow systems are more easily tolerated
by patients, the monitoring
requirements may be lower, which
may increase the likelihood that a
patient can be admitted to a general
care floor, step-down unit, or
discharged from the emergency
department.
SIGNS OF MOAT
 The only mask free product: The
company’s technology is the only
mask-free, clinically validated
alternative to the current standard of
care for the treatment of respiratory
distress.
 De nova: The FDA recently granted the
company’s de novo request for an
expanded indication for the Precision
Flow Hi-VNI system, which
incorporates its proprietary Hi-VNI
technology. De nova means the device
is “novel” with no existing
classification or predicate device on
the market.
 Recurring revenue: Vapotherm
generated roughly 67% of its total
revenue for FY 2018 from the sale of
single-use disposables, nasal
interfaces, cannulas, and adaptors used
in conjunction with the Precision Flow
capital units.
 Huge installed base + treated patients:
As of December 31, 2018, more than
1.7 million patients have been treated
with the Precision Flow systems, and
the company has a global installed base
of over 14,000 capital units.
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Transcat (NASDAQ: TRNS): Significant percentage
in Minerva Advisor’s portfolio & signs of moat
BASICS
M. Cap: $190 million
Transcat, Inc. (Nasdaq: TRNS) is a leading
provider of accredited calibration, repair,
inspection and laboratory instrument
services.
Minerva Advisors LLC


The top five stocks account for
34% of the total portfolio.



Transcat accounts for 5.46% of the
total portfolio – Rank #4

SIGNS OF MOAT
I. Service segment
The company provides accredited
calibrations to customers in highlyregulated targeted market segments.
a) Calibration service is critical,
recurring and has a high margin

service providers. Transact enjoys a 17%
market share of the 3rd party service
segment.
c) Proprietary software
 CalTrak® is a proprietary

documentation and asset management
software that is used to integrate and
manage both the workflow of the
company’s calibration service centers
and its customers’ assets.

 C3® provides its customers with web-

based asset management capability
and a safe and secure off-site archive of
calibration and other service records
that can be accessed 24 hours a day
through a secure password-protected
website.

The company believes that its proprietary
software, CalTrak® and C3®, is a key
differentiator from its competitors and
provides a competitive barrier.

The calibration process is critical to
ensure that test equipment is operating
according to specifications. The
company’s target customers usually
operate in regulated environments like
life sciences and aerospace, which require
calibration services on a regular,
recurring basis, and where the cost of
failure is very high.

d) Consistent revenue growth

This segment is supported by a recurring
revenue stream. This segment maintains
high margins and an inherent operating
leverage.

Overall, the company believes that the
service segment will be the primary
source of revenue and earnings growth in
future fiscal years.

 The company’s service segment has

shown consistent revenue growth over
the past several years, ending fiscal
year 2019 with its 40th consecutive
quarter of year-over-year growth.

 In 2018, the organic revenue growth

was 6.1%.

b) Market share
Out of the $1.4 billion calibration service
market, 41% is controlled by 3rd party
6
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II) Distribution segment
The company sells and rents professionalgrade handheld test and measurement
instruments.

This segment can be heavily impacted by
changes in the economic environment. As
customers increase or decrease capital
and discretionary spending, sales will
typically be directly impacted.
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Letter from the CEO (Transcat)
Dear Shareholders,
Solid execution of our strategic plan delivered another record year for Transcat. We
continued to capitalize on the complementary nature of our Service and Distribution
segments to drive growth. And, we demonstrated the ability to strike an effective balance
between executing short-term goals and preparing the business for the long-term. In
addition to generating record levels of revenue and earnings, we fortified our
infrastructure and made significant progress in improving the functionality of many of our
critical systems.
Highlights of FY 2019











Record revenue of $160.9 million, driven by strong Service organic growth of 8.6%
40 consecutive quarters of year-over-year quarterly Service growth – that’s 10
straight years!
Another year of margin expansion for Distribution as the combination of pricing
optimization and higher margin mix drove an increase in gross and operating
margins on slightly less volume.\
Consolidated operating income up 13% to $10.2 million, while operating margin
expanded 60 basis points to 6.4%
Net income growth of 21% to a record $7.1 million, or $0.95 per diluted share
Adjusted EBITDA* increased 9% to $17.8 million and as a percentage of revenue
was up 50 basis points to 11.1%
Generated strong cash from operations of $12.6 million, an increase of 27%, which
was used to fund acquisitions, drive our operational excellence initiatives and
reduce debt
Acquisition strategy strengthens value proposition and positions Service segment to
generate expected double-digit growth into the future

Acquisitions are an important part of our strategy and, combined with our healthy, organic
Service pipeline, we expect to drive double-digit Service growth into the future. We
completed two acquisitions during the past fiscal year and one at the start of fiscal 2020.
Two acquisitions were small bolt-ons that added unique capabilities to our current scope of
services, while the third, Angel’s Instrumentation, expanded our geographic footprint in
Virginia and added expertise in the adjacent maritime calibration market. We continue to
believe we have sufficient liquidity and are well positioned for any investment
opportunities that meet our strategic criteria.
8
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Calibrated by Transcat®
We introduced a new logo and tagline in support of our differentiated brand that has been
established over the past several years. Simple, clear and concise, the logo is synonymous
with our mission to ensure compliance, control and risk reduction in highly regulated
industries, such as life science and aerospace. We aim to make the phrase commonplace in
the calibration industry and to hear people ask, are your instruments “Calibrated by
Transcat®?”
Meaningfully improve our Service margin profile over time
Process improvement and automation will be major elements that define the future of
Transcat. While we are still early in the process, we have made good progress and believe
we are doing the right things to drive growth and margin improvement. We are focused on
improving the recruitment, onboarding and training of new technicians in order to support
strong organic growth, driving process improvement throughout the entire organization
and launching automation through our network of calibration labs.
We strongly feel the long view on Transcat remains very compelling and we are confident
in our ability to continue executing well and expect to reach another record year in fiscal
2020. On behalf of the Transcat Board and employees, thank you for your continued
interest and investment in Transcat.
Lee D. Rudow
President and Chief Executive Officer
July 25, 2019
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Simulation Plus: Signs of Moat
BASICS
M. Cap: $610 million
Simulations Plus is a developer of groundbreaking drug discovery and
development software for mechanistic
modeling and simulation, and for
machine-learning-based prediction of
properties of molecules solely from their
structure.
GastroPlus, the company’s flagship
product, is currently the largest single
source of software revenue. It is currently
the most widely used commercial
software of its type by pharmaceutical
companies, the FDA, the U.S. National
Institutes of Health (NIH), and other
government agencies in the U.S. and other
countries.
SIGNS OF MOAT
(a) Only one significant competitor
As per the company’s 10-K, GastroPlus
has one significant competitor and has a
high barrier to entry, as it would be
difficult to validate new software to levels
required to support regulatory
submissions.

Because of the widespread use of
GastroPlus, the company was the only
non-European company invited to join
the European Innovative Medicines
Initiative (IMI) program for Oral
Bioavailability Tools (OrBiTo). OrBiTo
was an international collaboration among
27 industry, academic and government
organizations working in the area of oral
absorption of pharmaceutical products.
(b) Renewal rates
In the past three years, that company
generated roughly 69%-80% of revenue
from renewals. The company’s renewal
rates were 85% based on accounts and
93% based on fees.
(c) Possible deep learning curve
Generally speaking, simulation software
takes time to learn. If the company’s
product has a steep learning curve, users
are reluctant to switch. Moreover, if the
company’s product is integrated into a
user’s process or system, it makes the
switching decision even more difficult.
One can learn a lot by probing the users of
the software.
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Globalscape: Signs of moat, well-written CEO letter
& significant percentage in Fondren Management’s
portfolio
BASICS



The top five stocks account for
31% of the total portfolio.



GlobalSCAPE accounts for 6% of
the total portfolio – Rank #2

M.Cap: $201 million
The company’s primary business is selling
and supporting managed file transfer
software (MFT) for enterprises. So, what
is MFT? It is software or a service that
manages the secure transfer of data from
one computer to another through a
network. The company’s flagship MFT
product platform, Enhanced File Transfer
(EFT), is its strategic focus and
responsible for 97% of the 2018 revenue.
EFT is highly reliable, easy to install, and
is delivered as on-premise software,
through the cloud, or as a hybrid
deployment.
One of the largest broker-dealers in the
United States depends on us to securely
transmit millions of time-sensitive financial
transactions. Few industries are as
demanding or regulated as financial services
and our solution satisfies a host of stringent
regulatory and business requirements.
Another example of how customers rely on
our solution can be found in the cruise ship
industry. We serve an operator that last year
had a passenger market share of over 20%.
They trust Globalscape to securely transmit
point-of-sale data and other transactions
generated while at sea.

Fondren Management

SIGN OF MOAT
Huge recurring revenue: The
maintenance and support segment
accounted for 63% of the 2018 revenue.
Maintenance and support (M&S) are
recurring in nature. Almost all customers
who purchase a perpetual license to use
the EFT platform also purchase an M&S
contract, for which they pay a recurring
fee that is typically 20% to 30% of the
perpetual license fee per year.
While our growth depends on new software
license revenue, we are keenly focused on our
maintenance and support (M&S) business
which represents the recurring revenue in
our business model. When customers
purchase our on-premise software, they
almost always purchase the first year of M&S.
At year two, customers are not required to
purchase M&S, but the vast majority renew
their subscription.

Additional notes
(1) 22% repurchase: In the FY 2018, the
company repurchased a whopping 22%
of its o/s shares. (2) The letter to the
shareholder is a “must read”. This is a
well-written piece. Link
11
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Letter to shareholders (Globalscape)
March 29, 2019
Dear Shareholder,
Globalscape embarked on a mission in 2018 to enhance the Company’s performance by
improving cash flow per share. To achieve this objective, we focused on three things:
revenue, operating expenses, and capital allocation. We are pleased to report that results of
this three-part effort are evident in the Company’s superior fourth quarter financial
performance. We believe shareholders and customers will be further rewarded as we
continue to execute our revised business plan and capital
allocation strategy.
Globalscape develops and sells managed file transfer (MFT) software that provides secure
information exchange, data transfer, and file sharing capabilities. Our flagship MFT product
platform, Enhanced File Transfer (EFT), is our strategic focus and responsible for 97% of
2018 revenue. EFT is highly reliable, easy to install, and is delivered as on-premise
software or through cloud and hybrid deployments. Our enterprise customers include
market leaders in financial services, health care, media and entertainment, and retail. One
of the largest broker-dealers in the United States depends on us to securely transmit
millions of time-sensitive financial transactions. Few industries are as demanding or
regulated as financial services and our solution satisfies a host of stringent regulatory and
business requirements. Another example of how customers rely on our solution can be
found in the cruise ship industry. We serve an operator that last year had a passenger
market share of over 20%. They trust Globalscape to securely transmit point-of-sale data
and other transactions generated while at sea.
Many customers realize that homegrown or non-enterprise solutions lack scalability,
flexibility, and the security architecture necessary to comply with arduous and everchanging state, federal, and international regulatory mandates. Our well-rounded product
offering is the result of serving thousands of customers over two decades. Buyers are
motivated by our feature-rich software, but are also drawn to our world-class customer
support and professional services portfolio.
Globalscape generates revenue from three sources: software licenses, maintenance and
support (M&S), and professional services. In 2018, software license revenue was $10.5
million and accounted for 30% of total revenue, M&S revenue was $21.6 million and
represented 63% of total revenue while professional services revenue was $2.3 million, or
7% of total revenue. We primarily go to market using a direct salesforce; however, we do
12
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support a robust partner network. While our growth depends on new software license
revenue, we are keenly focused on our maintenance and support (M&S) business which
represents the recurring revenue in our business model. When customers purchase our onpremise software, they almost always purchase the first year of M&S. At year two,
customers are not required to purchase M&S, but the vast majority renew their
subscription. One impressive driver for M&S renewals is our proven, documented ability to
deliver customer satisfaction. In 2018 we had a customer satisfaction rating of 94%, almost
two percentage points better than 2017. Another metric that measures our service acumen
is what is known as a Net Promoter System score, or NPS score. In 2018, our NPS score was
75, an 11% increase over 2017. NPS scores of 50 or more are considered great; a score
over 70 is reserved for companies delivering service considered ‘world class.’ These
exceptional customer satisfaction scores reflect the high quality of our service delivery and
strengthen Globalscape’s recurring revenue model. Because customers often renew M&S
over a span of years, we have excellent visibility into the largest portion of our revenue
stream. We have earned our customers’ loyalty and continue to offer what we believe to be
the industry’s best customer experience. It also speaks to something we often hear from
customers: “your software works.” To keep pace with customer requirements, we
periodically release product updates. Access to product updates and upgrades is an
important driver for M&S renewals. We continue to seek ways to add value to our EFT
product platform and remain optimistic about our competitive position in the marketplace.
Customer loyalty is a testimony to our strategic focus. It is also a reflection of our highly
skilled and dedicated support team who solve mission-critical customer problems twentyfour hours a day.
Another competitive advantage we leverage is our professional services team. Our experts
provide training, platform assessment, business automation development, and
implementation assistance for on-premise or cloud deployments. These limited scope
engagements utilize our vast experience and allow us to tailor solutions to almost any
customer environment. Sometimes we help customers migrate from their old internal
solution to our EFT platform, or we provide advice on how best to architect a desired
solution. We believe maintaining a highly-skilled professional services team is an
important component to attracting new enterprise customers.
The positive momentum in our business is the result of decisive action taken by the
management team in the middle of 2018. After careful analysis, it was clear our operating
expenses needed to be reduced. On August 3, 2018, we performed the difficult task of rightsizing the business by reducing our workforce by 30%. We accomplished this primarily by
refocusing selling efforts to our core EFT platform and reducing marketing spending that
had failed to yield increased revenue. We also targeted product development efforts to
more closely align with specific customer requirements. One of the concerns we had when
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implementing the reduction in force was whether or not key employees would leave for
greener pastures. Fortunately, employee retention has remained high and morale has
never been better. As part of the transition to a smaller workforce, management sharpened
internal communication to ensure employees understood why the Company was making
changes and what were the desired outcomes. We asked teams to direct their tactical
efforts to activities that generate new revenue or enhance service delivery to existing
customers. We also began developing a program to train and equip our middle managers.
These collective efforts have yielded a culture that we believe is healthier and more
vibrant. A recent employee survey confirms that our transparent communication and
clearly articulated strategy have fostered a healthy workplace. It has also helped that frontline employees see the fruits of the new strategy in the improved financial performance.
We will continue to invest in our people and company culture in 2019.
Throughout 2018, the Company’s board of directors and management team also
successfully dealt with challenging legal and regulatory matters. Most notably, on June 15,
2018 we regained compliance with NYSE American continued listing standards and on
August 20, 2018 we announced the settlement of a class action lawsuit for $1.4 million
related to our 2016 and 2017 financial restatements. While there continue to be legal
matters that present risks, we are pleased to be past the matters that were resolved. During
2018 we were also concerned about how revenue would be impacted as a result of a
smaller workforce. We are pleased to report that our combined 2018 third and fourth
quarter revenue was up 13% when compared to the first two quarters of 2018 and 7.4%
over the third and fourth quarter of 2017. Increased revenue is attributable to our renewed
focus on providing EFT platform products that our customers value and avoiding activities
that divert from this strategy.
While sales in the second half of 2018 improved, operating expenses declined markedly
over the same period (see chart 1). Operating expenses declined in aggregate by 25% when
comparing the first half of the year ($13.4 million) to the second half of 2018 ($10 million).
The savings are flowing through to the bottom line. First half generally accepted accounting
principles (“GAAP”) net loss was ($342,000) compared to GAAP net income of $4.0 million
in the second half of 2018. Adjusted EBITDA1 went from $1.6 million in the first half of
2018 to $6.6 million in the second half of the year, and $4.6 million in the fourth quarter of
2018 alone
In fact, the strength of our business is clear when comparing the fourth quarter of 2018 to
the fourth quarter of 2017 (see chart 2). Most impressive is the 6% increase in revenue we
achieved despite undergoing a 30% reduction in force just two months prior to the start of
the fourth quarter. Operating expenses declined by 43%, aided in part by a $1 million
decline in legal expense as activity subsided. The positive revenue trends and lower
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operating expenses yielded a dramatic turnaround in fourth quarter adjusted EBITDA and
earnings per share. In fourth quarter 2018, we generated $4.6 million of adjusted EBITDA
compared to $1.5 million in the fourth quarter of 2017, a 218% increase. Earnings per
share expanded to $.17 compared to a loss of a penny in the fourth quarter of 2017.
Comparisons to full year 2017 financial results are also favorable. Chart 3 illustrates the
year-over-year improvement in financial performance. We are pleased with the improved
results and will continue to focus on executing a business strategy that emphasizes
operational efficiency and profitability.
The other important issue the management team addressed in 2018 was to embark on an
optimal capital allocation strategy. Globalscape ended the second quarter of 2018 with
almost $28 million in cash and a decision needed to be made on how best to invest those
assets. The board determined that repurchasing Globalscape stock presented the best
potential return on investment when compared to other alternatives. On August 20, 2018,
the Company announced the launch of a modified Dutch auction tender offer. The final
results reduced the outstanding shares by 4,011,013 shares. The shares repurchased
represented approximately 18.2% of the Company’s common stock issued and outstanding
as of September 24, 2018. The tender offer and related fees utilized approximately $16.8
million of our cash. As a follow-on to the tender offer, the board of directors approved a
stock repurchase program pursuant to which the Company was authorized to purchase up
to $5 million of its outstanding common stock. In the fourth quarter of 2018 we
repurchased an additional 896,348 shares. The common shares outstanding at December
31, 2018 was 17,130,918: 22% less than at the end of 2017. Despite directing over $20
million toward stock repurchases (including the tender offer), the balance sheet remains
strong. At the end of 2018 we had no debt and $9.2 million in cash and cash equivalents.
We will continue to monitor the market for opportunities as we pursue a capital allocation
strategy designed to increase shareholder value.
As we enter the 2019 fiscal year, our management team and board of directors remain
committed to increasing shareholder value. We consider Globalscape an undervalued asset
and remain optimistic about our future. As of December 31, 2018, the board of directors
and insiders beneficially own approximately 36% of the Company’s outstanding common
stock. Clearly, we are aligned with the long-term interests of all shareholders. In closing, we
want to express our appreciation to our dedicated and talented workforce for their singular
focus on customer success. Most of all, we thank our shareholders for their support as we
work to drive cash earnings per share.
Sincerely,
Robert H. Alpert
Chairman of the Board

Matthew C. Goulet
Chief Executive Officer
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Manitowoc: Interesting insight from Tarkio Fund
Manitowoc Company Inc. (NYSE: MTW)
M.Cap: $437 million

transforming the company through lean
strategies.

Tarkio Fund’s 2nd quarter 2019
shareholder letter explains their rationale
behind buying Manitowoc. The core
argument revolves around the CEO
(appointed in December 2015) who is

We checked the company’s recent
quarterly performance – Quarter ended
June 2019 – despite a meagre 1.9%
growth in revenue, gross profit increased
by 5.2% and operating income increased
by 73.9%.

Not long after, Barry Pennypacker was hired as Manitowoc’s new CEO. Pennypacker had
begun his lean journey with our own Danaher, then took his learned expertise in “Lean” to
transform companies on two subsequent occasions, one being the publicly traded Gardner
Denver company. When Barry was hired at Manitowoc, he brought key members of his
transformational team from his previous experiences with him. The band was back
together for one more gig.
……On May 10, 2019, Manitowoc reported its first quarter earnings, and there was
incremental but clear evidence of their progress in the numbers reported. But we got a
glimpse of their real progress in January, as Dominic Piazza and Jeremy Brown made a site
visit to the company’s Shady Grove manufacturing facility. They could literally see the
difference between the manufacturing areas that had already undertaken transformation
efforts and the areas that have yet to start the transformation. They likened the experience
to visiting two altogether different companies. I’ve personally had experience with this type
of lean transformation in the late 1980’s (often known at that time as “total quality
control”), as we owned, benefitted from and witnessed a transformation at JLG Industries.
In addition, the passion and belief in the transformation process they witnessed at
Manitowoc from everyone they interacted with at the company was nothing short of
extraordinary and probably a career-changing experience for both Jeremy and Dom (like it
was for me at JLG).
Source: https://seekingalpha.com/article/4275128-tarkio-fund-q2-2019-shareholder-lettermanitowoc-cranes
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Language of CEO: Verisimilitude of the orator
should be questioned
Carlo Cannell’s letters are often sharp.
In March 2016, Carlo Cannell sent a letter
to the Chairman of the board of Build-ABear Workshop, Inc. He wrote, “You
couched your pitch to us while using the
word “honestly” eleven times. It is the
experience of Cannell that when a
member of a Board of a public company
who does not own much stock of the
Company itself, uses the word “honestly”
or the words “to be truthful” with such a
high frequency, that the verisimilitude of
the orator should be questioned”.
Quite similarly, in 2017, Chicago Booth
published an article titled “How to listen
for the hidden data in earnings calls”. The
article argued that language used in
earnings reports can be quite revealing.
One of the takeaways from the article is
that when a CEO tells analysts that
““lumpiness,” “headwinds,” or a “wait-

and-see” period is on the way, it may be
time for an adjustment in your portfolio.
Moreover, Sentieo, a financial data
platform underpinned by the latest search
technology, published an article
explaining an amazing feature of its
product – “sentiment analysis”. Sentiment
is calculated as the percentage of positive
words and the percentage of negative
words (of total words). Sentieo argues
that the “language of CEOs should not be
discounted”.
Key takeaway: Pay close attention to the
CEO’s language. Also, check the number of
times the CEO uses the word
“acquisition”, and how bad news is
delivered – it is a red flag if the CEO tries
to obscure the details of bad news.
Disclaimer: We have no tie-up or
agreement with Sentieo.

K12’s CEO employment amendment agreement
caught our attention
On August 15, 2019, the company
amended the employment agreement of
Nathaniel A. Davis, the company’s CEO.
The company awarded a one-time issue of
performance-based restricted stock,
valued at $10 million that will vest over
three years, subject to the company

attaining its free cash flow goals for 2020,
2021 and 2022.
(a) One-third of the shares subject to the
Stock Award (the “First Tranche”) will
vest on the two-year anniversary of the
date of grant of the Stock Award if K12’s
Free Cash Flow for fiscal year 2020 equals
or exceeds $60,000,000.
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(b) One-third of the shares subject to the
Stock Award (the “Second Tranche”) will
vest on the two-year anniversary of the
date of grant of the Stock Award if K12’s
Free Cash Flow for fiscal year 2021 equals
or exceeds $65,000,000.
(c) One-third of the shares subject to the
Stock Award (the “Third Tranche”) will
vest on the three-year anniversary of the
date of grant of the Stock Award if either
(i) K12’s Free Cash Flow for fiscal year
2022 equals or exceeds $70,000,000, or
(ii) K12’s cumulative aggregate Free Cash
Flow for fiscal years 2020, 2021 and 2022
equals or exceeds $195,000,000.

(d) If the First Tranche or Second Tranche
shares do not vest pursuant to Section 2.a
or 2.b above, as applicable, and 12’s
cumulative aggregate Free Cash Flow for
fiscal years 2020, 2021 and 2022 equals
or exceeds $195,000,000, then such
shares will vest on the three-year
anniversary of the date of grant of the
Stock Award.
Source:
https://www.sec.gov/Archives/edgar/da
ta/1157408/000115752319001938/a52
087335ex10_1.htm

Blog review: latticeworkinvesting.com
The blog is run by Richard Lewis, who,
with painstaking effort, has published
transcripts of The Daily Journey Annual
Meeting and other meetings.

Click here to read Ben Claremon’s
thoughts on the blog. Mr. Claremon is a
portfolio manager for Clover Street
(13F filing).

I came to know about this blog through
Cove Street Capital’s blog.

Some interesting links:
http://latticeworkinvesting.com/2019/03/03/charlie-munger-full-transcript-of-daily-journalannual-meeting-2019/
http://latticeworkinvesting.com/2018/04/06/peter-kaufman-on-the-multidisciplinary-approachto-thinking/
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Why you should put your firm’s research files on
Google drive?
1) Ease of search
Retrieval of information is a vital tool for
an investment professional. Let’s imagine
this situation – you want to read the notes
of your discussion with an expert in
simulation software, but all you can
remember is that he is a simulation
expert with whom you spoke with say
four or five years ago. You don’t
remember the company name, ticker, the
executive’s name, or the date of your
discussion.
Question: How will you find your
“scuttlebutt notes”?
Searching Google drive is like a doing a
Google search of your research files. It
will retrieve all the documents (Word,
Excel, PDF) that contain your keyword in
both the content and title. So, to solve the
problem of finding the simulation
software expert, you simply type
“simulation” and hit enter. The system
will list all the documents that contains
the keyword.

In fact, the Google website claims that
“Drive can recognize objects in your
images and text in scanned documents.
So, you can search for words like “Eiffel
Tower” and get text documents with that
word, as well as images of the actual
Eiffel Tower.”
2) Sync across the devices
All the files you store on your Google
Drive will be synced automatically across
different devices (phone, tablet,
computer).
3) Ease of access
To access Google drive, all you need is an
internet connection. You no longer need
to carry your pen drive.
4) Ease of sharing
Since the document can be
simultaneously edited by different users
around the world, it helps when you want
to work on an assignment that is shared.
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Activist investing strategy: Track post activism
changes
We track all SEC filings of companies for
roughly 10 months after an activist has
initiated a stake. We monitor 250
companies and flag those that make
significant changes.
Why do we track?
Firstly, given the fact that a significant
number of 13D filings are filed by firsttime filers or those with little or no track
record, many buy-side professionals will
bypass the stock because they are unsure
of how the company will benefit simply
because a newbie activist has filed a 13D.
By tracking significant changes that
companies implement after the
involvement of an activist, we can identify
companies that are making changes
irrespective of the track record of the
activist investor.
Secondly, it increases our level of
conviction. Instead of buying a stock in
anticipation that activists will push for
changes, the “wait and watch” approach
helps to effectively identify companies

that are listening to their activist
investors.
iCAD
On October 09, 2018, Andy Sassine, an
existing director with no activism history,
filed a 13D in iCAD. In fact, that is the only
13D he has filed, to date. Typically,
investors would skip the stock, but we
started tracking it, as we do with many
other companies.
In November 13, 2018, the company
appointed a representative of Andy
Sassine as interim CEO, and the company
announced that it would be cutting costs,
cutting its cash burn, and would focus on
its core business. We flagged the stock
immediately. On November 13, 2018, the
stock price was $2.81. Now, the stock is
trading at $6.60.
So, what is the key take away? Tracking
stocks AFTER the filing of a 13D can be a
tremendous advantage.
Anyway, we published the following
report in November 2018.

iCAD: Special activist report
Basics
M. Cap: $109 million
iCAD Inc. is a provider of advanced image analysis, workflow solutions, and radiation
therapy for the early identification and treatment of cancer.
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Activist summary
Andy H. Sassine (non-13F filer): Ownership: 7.6% (DEF 14A dated Nov 20, 2018)
This is a peculiar situation – the entire board change is triggered by Andy H. Sassine, a
director who owns 7.5%.
(a) Total board change: In September 2018, Mr. Sassine resigned from the board
expressing his concerns regarding the board members. Subsequently, the company reappointed him to the board, and three more of his representatives also joined the board. As
of now, all incumbent directors have resigned, and the size of the board has been reduced
to five. As such, four of the five directors are representatives of Mr. Sassine (one board seat
is yet to be filled).
(b) New CEO and new strategy: On November 13, 2018, the company’s CEO resigned and
Mr. Klein was appointed interim CEO. Mr. Klein, a representative of Mr. Sassine, outlined
the focus areas. These included: a) Focus on core-business; b) Reduce expenses; c) Reduce
cash burn; and d) New product update: the company is preparing for the receipt of FDA
clearance for its new AI product for digital breast tomosynthesis. The current model is
limited to GE systems, whereas, the new product is expected to be available on systems
from all major suppliers, creating a much larger addressable market.
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GSE Systems: Insightful letter from Spear Point
Capital
GSE Systems, Inc. (NASDAQ: GVP)
M.Cap: $32 million
On November 23, 2015, Rodney A.
Bienvenu, managing partner of Spear
Point Capital Management, sent a letter to
the board of GSE Systems, and expressed
his belief that the company enjoys several
competitive advantages.

Well, the letter was written roughly five
years ago. So, why am I flagging it now?
Over the past seven months, GSE stock
has sold off from more than $3 a share to
just $1.60 today. I think it could be a good
time to revisit the stock.

The Company delivers very sophisticated, mission critical products and services to the
nuclear and hydrocarbon industries requiring high levels of industry specific knowledge
and expertise. This creates significant switching costs for existing customers and relatively
high barriers to entry (or in Wall Street’s latest parlance, “moats”). Competitors cannot just
show up and say “let us run your nuclear plant”.
GVP has great barriers to entry, extremely high levels of industry and institutional
knowledge, a very large base of current customers, and mission critical software solutions
that once installed become extremely difficult to dislodge or replace.
Furthermore, the hidden gem lies in the fact this is a highly defensible niche technology
Company that heretofore has not acted like one and has not been valued like one.
Source – Refer “Exhibit E”
https://www.sec.gov/Archives/edgar/data/1488917/000139834419017029/fp0046051
_sc13da.htm
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Three red flags to add to your investment checklist
– Insight from activist filings
Arguments
Most of the activist letters and proxy
documents contain heavy arguments
about the management and the board.
These arguments range from capital
allocation to corporate governance.
Some arguments are distinct and worthy
to note. In fact, if added to the
“investment checklist”, it could improve
the investment research process.
#1 Transactions that are favorable to an
insider
#2 Arguments against a buyback
#3 Issuing stock options at a significantly
lower exercise price than a recent
buyback program
#1 Favorable transaction to an insider
40 North Management complained that
instead of providing all shareholders the
opportunity to participate in the
contemplated dilutive share offering,
Mattress Firm Holding issued over half a
million shares to J.W. Childs at a price
near a two-year low. Moreover, within a
few months, J.W. Childs sold these shares
for 86% above the price at which J.W.
Childs acquired the stock from the
company.
Mattress Firm is a publicly traded
company and no longer a portfolio
company of J.W. Childs. Notwithstanding
the fact that J.W. Childs has been a

consistent seller of the Company’s stock
leaving them with a now minority 36%
ownership, the Board continues to be
controlled by J.W. Childs, their affiliates
and other directors with whom they
share close ties, leaving no true voice for
all other public shareholders.
Unfortunately, we are compelled to write
now given our recent dialogue with the
Board and the Board’s decision to amend
the terms of the Sleepy’s acquisition on
February 3rd and issue over half a million
shares of Company common stock to
Company insiders including J.W. Childs
affiliates at a near two-year low, a
transaction which can only be described
as an egregious insider deal. We
recognize the current volatility in the
credit markets, which pushed the Board
to consider various financing alternatives
including further equitizing the Company.
But rather than provide all shareholders
the opportunity to participate in the
contemplated dilutive share offering, the
Board deplorably issued equity solely to
its insiders when the Company’s stock
was trading at what a J.W. Childs
representative described as a significantly
undervalued price. This fact is even more
distasteful given J.W. Childs’ recent sales
of the stock at opportunistic prices,
including a sale in April 2015 at a price of
$66.47 (or approximately 86% above the
price per share at which J.W. Childs just
acquired stock from the Company).
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#2 Buying back stock in a business in
secular decline

50%, yet OUTR’s stock price has fallen to
six year lows.

Case study #1

OUTR’s repurchase program has lost all of
the qualitative benefits that typically
result from a publicly announced share
repurchase program. In short, the
repurchase strategy is no longer a
credible signal to the market that the
Board believes the Company’s shares are
undervalued. In fact, OUTR’s repurchase
activities in the most recent quarter
highlight the Board and management
team’s absolute failure in managing
something as straightforward as a share
repurchase program. In November 2015,
OUTR repurchased 2.2% of the
Company’s equity at an average price of
$64. Only a few days later, the Company
pre-announced poor fourth quarter
results which sent the stock down
approximately 30% into the low $40s.

In January 2016, Engaged Capital sent a
letter to the board of Outerwall objecting
to the massive share repurchase, and
argued that the buyback did not add value
if the business is in secular decline. In a
letter to the board of Outerwall, Engaged
Capital argued that, by buying back a
significant stake a few weeks before the
announcement of disappointing results,
the company lost all the benefits related
to the share repurchase.
While we are often advocates of share
repurchases for companies whose stock is
trading at a discount, buying back stock of
a business in secular decline rarely
creates value. As mentioned earlier,
repurchases only create value if investors
ascribe a higher valuation to the business
in the future. If the business’ valuation
never increases, then a share repurchase
will have no impact other than to transfer
cash for fairly valued (or expensive)
stock. Because public investors will
always be concerned that Redbox could
deteriorate faster and/or management
will waste Redbox’s cash flows, it is
unlikely the market will ever ascribe a
higher valuation to this business. In short,
without a catalyst to change the valuation
of OUTR, the stock will continue to look
“cheap” regardless of how many shares
are repurchased. If one needs convincing,
look no further than OUTR’s stock
performance – $1 billion in repurchases
has reduced the share count by nearly

Following the profit warning in
December, management continued
repurchasing shares, acquiring 1.7% of
the Company at an average price of $41.
The Company followed this second round
of repurchases by providing 2016
guidance that was 28% below consensus
for free cash flow and sent the stock down
an additional 17% to around $30 where it
remains today. By repurchasing ~4% of
the Company immediately ahead of a preannouncement and poor guidance,
shareholders have already lost
approximately 45% on the Company’s
most recent “investment.”
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Case study #2
In another instance, William J. Pulte,
founder and largest shareholder of
PulteGroup, wrote, “In a recovering
housing market, revenue growth and
volume growth are critical to creating
more value for shareholders. Share buybacks alone will not be successful without
meaningful growth at PulteGroup.”
#3 Issuing stock options at a
significantly lower exercise price than
the recent buyback price
In a letter to the board, Iroquois Capital
Management criticized the company for
issuing options to the CEO and CFO at a
price less than its recent stock buyback
program.
We find it outrageous that the Company
repurchased only a fraction of the shares
authorized under its previous buyback
program at an average price above $2.00,
and then issued 250,000 options to the
CEO and 100,000 options to the CFO in
December 2015 at $1.86 per share.
What’s more, the prices at which these
insiders are selling the shares are often
higher than the prices at which the
Company has offered to repurchase its
own shares from LRAD shareholders. Ms.

McDermott on the Q1 2015 earnings call
essentially admitted that the stock price
has been too high for the Company to
engage in share repurchases in the first
quarter, stating:
“We didn’t have any repurchases in the
first quarter. Based on where our stock
price has been, it’s been up pretty high at
this point so its still – the program is still
active through the end of the calendar
year. So, depending on the price, if the
prices are at a reasonable level, we will do
future repurchases, but there weren’t any
in the first quarter.”
It appears that LRAD management and
the Board will not engage in share
repurchases unless it can acquire the
shares at a discount, however, when it
comes to their own shares, the CEO and
CFO are happy to exercise options and
sell their shares regardless of the price.
At a time when the Company has excess
cash reserves and is conducting its own
share buyback program, why are these
executives selling their stock in such high
numbers? These actions are in contrast
to what the Company is attempting to
accomplish through the share buyback
program.
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Key takeaways from PDC Energy & Medley
Capital’s proxy campaign outcome
Kimmeridge failed to win the
proxy fight at PDC Energy, citing
failure to garner support from
passive investors
In March 2019, Kimmeridge, a NY-based
private equity firm, launched a proxy
campaign at PDC Energy. Kimmeridge lost
its proxy fight with the incumbent
directors.
For two seats, the fund was short by 10.911.2 million votes.

the Kimmeridge slate, approximately 80%
of passive managers supported the
existing PDC management team.
You can easily note that a handful of
passive funds own roughly 50% of the o/s
shares.
Key takeaway –
It is very challenging to win a proxy
campaign if that majority of shareholders
are passive investors.

As per Kimmeridge, even though over
70% of active managers voted in favor of
Nominee 1

Nominee 2

Nominee 3

Company Nominee 36,748,337

36,738,099

36,125,703

Activist nominees 25,768,170

25,522,093

12,016,352

Difference

11,216,006

24,109,351

10,980,167
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NexPoint Advisors failed to win the
proxy fight at Medley Capital
Corporation due to poor
institutional ownership and a huge
insider ownership.
In May 2019, NexPoint Advisors nominated
two candidates for election to the board at
the 2019 AGM. At the AGM, held on June 4,
2019, shareholders elected the company’s
nominees to the board. From the table
below, it is clear that the NexPoint nominee
secured significant “non-affiliate” votes, i.e.
votes excluding insiders and NexPoint.
Possible reasons for NexPoint Advisors’
failure
a) Except for insiders, there are no
shareholders who own 5% or more.

b) Only eight institutional shareholders
own a stake of 1% or more of the company.
These eight shareholders, as a group, hold a
stake of just 18% of the company.
c) Poor shareholder participation: only
73% of the total outstanding shares voted
at the election. This could be due to the fact
that retail investors own the majority of the
stock.
d) NexPoint’s small holding – the fund owns
a meagre 0.6%.
e) Huge insider ownership – the company’s
insiders, as a group, own roughly 18%.
Key takeaway – poor institutional
ownership and a huge insider ownership is
a hurdle.

Number of shares voted (1)

39,739,814

minus insiders (2)

9,844,410

minus NexPoint Advisors’ ownership (3)

335,100

= Non-affiliated shareholders (1 minus 2 minus 3)

29,560,304

I. Total number of votes received by NexPoint Advisors

15,627,844

NexPoint Advisors’ ownership

335,100

Number of votes received by NexPoint Advisors from “other shareholders”

15,292,744

% of votes received from shareholders, excluding insiders and NexPoint Advisors

52%

II. Arthur S. Ainsberg, an incumbent director, who received the highest number of votes

21,733,188

Number of votes received from shareholders (excluding insiders)

11,888,778

% of votes received from “Non-affiliated shareholders”

40%
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Failure to reply to the company’s question before
the deadline makes the nomination letter a failure:
lessons for wannabe activists
Disclaimer: We are not lawyers and it is
beyond the scope of this article to provide
legal advice.
The objective of this series is to discuss
the hurdles faced by activist investors.
This series is for activists and for
wannabe activist investors.
Key takeaway

Muni New York Intermediate Duration
Fund. The company rejected the
nomination, citing that it failed to comply
with the company’s by-law.
This is what occurred as per the
company’s filing:
 Saba Capital sent a nomination letter to

the company.

If you plan to send a nomination letter,
you are required to send it before the
“deadline”, which can be found in the bylaw / proxy statement.

 The company’s board requested more

Even though Saba Capital sent the
nomination letter before the deadline,
BlackRock Muni New York Intermediate
Duration Fund argued that Saba Capital
failed to respond to the board’s further
questions within the deadline. As such,
the company rejected the nomination.

 The company claims that Saba did not

Details

detailed and verifiable information
about each individual to confirm their
qualifications.
respond until after it was notified that
it had missed the deadline.
Even though Saba Capital filed a lawsuit,
the judge stated that Saba Capital failed to
establish it was entitled to an injunction.
Subsequently, Saba Capital withdrew the
lawsuit.

In March 2019, Saba Capital nominated
six candidates to the board of BlackRock
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Activist support service
Since 2013, our team has assisted shareholders in conveying their
message to the board/management of publicly traded US companies. We
assist activist investors by drafting investor presentations, fight letters
and campaign websites. Our presentations and “fight letters” have helped
garner support from investors and proxy advisory firms.
Selected assignments include:
Pope Resources, James H. Dahl
Hill International, Bulldog, Crescendo Partners
LEE Enterprise, Cannell Capital
Telecommunication Systems, Cannell Capital
Aviragen Therapeutics, East Hill Management
Management due diligence
We perform due diligence on management team and board members and
report professional achievements, red flags and other critical information.
Custom 13F research
We carry out customized screening of 13F filings for our clients.
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Spotting Ideas in Management Change Screen:
S p o t t i n g I d e a s i n M a n a gRegional
e m e n tManagement
C h a n g e Corp.
Screen:

Uncover exceptional CEOS
Every year, hundreds of new
CEOs are appointed. CEOs
who have an A+ track record
are often hidden among
others. With our help, you can
identify companies managed
by these CEOs.

Identify red flags
We’ll alert you if a company
has appointed a new CEO
with a questionable track
record.

Summary: A micro-cap bank, Regional
Management has appointed a former
CEO of Citibank North America as its new
CEO. During his tenure with Citibank
North America, he oversaw a $130 billion
balance sheet. In comparison, the total
assets of Regional Management Corp. is
approximately $610 million. Attracting
such top-talent is a major positive for this
micro-cap company.

Nobilis Health
Summary: The questionable track record of
Mr. Fleming, new CEO: (a) As per the
company’s (Nobilis Health) announcement on
January 06, 2015, the financial statements for
the year ended December 31, 2014, should no
longer be relied upon. During that period, Mr.
Fleming served as CFO. Instead of terminating
him, the company has now promoted him as
CEO. (b) During his tenure as CEO of Acro
Energy, the company’s stock price tumbled
by more than half, and within one year of his
exit, the company filed for bankruptcy.
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Spotting Ideas in Shareholder Activism:

Spotting Ideas in

Majority Board change
By tracking companies
that underwent major
board changes after an
activist showed up,
investors can increase
their odds of success.

Post activist changes
By tracking all the SEC
filings after activist
involvement for 10
months, we flag
companies that made
significant changes.

Ariad Pharmaceuticals
In
M 2014
a n aand
g e 2015,
m e nSarissa
t C h aCapital
n g e secured
S c r e eanboard
:
seat in each year. In May 2016, two new directors
were appointed to the board. After a few weeks, four
incumbent directors agreed to resign and the board
size was reduced from 11 to 7. As of May 2016, the
board members were comprised of two Sarissa
nominees and two new board members i.e., 4 out of
7. In February 2017, the company was acquired by
Takeda Pharmaceutical for $24.00 per share in cash.

Avadel Pharmaceuticals
In December 2018, Broadfin Capital’s founder, Kevin
Kotler, joined the board. In the next month, the
company hired an interim CEO and CFO. In February
2019, the company announced a restructuring plan
– salient points: i) the company expects to cut its
workforce by 50%; ii) voluntary bankruptcy of its
subsidiary, which is not expected to materially
impact any other aspect of the company’s business;
iii) the company expects to realize $70 to $75 million
in cost reductions in 2019; and iv) intends to focus
its resources on other product development
activities, in particular, the company’s ongoing
Phase III clinical trial of its FT218 product.
http://snowballresearch.com

Spotting Ideas in Shareholder Activism:

Spotting Ideas in

Multiple activists
When multiple activists
target a company, it
increases the odds of
success.

Valuation Insight
Insights about the
valuation of the
company or segments
are flagged.

Papa Murphy's Holdings
In December 2017, Papa Murphy entered into
M aancooperation
a g e m e nagreement
t C h a n gwith
e SMFP
c r eInvestors
en:
(13.7%) and Misada Capital Holdings (9.2%).
Together, the activist investors owned roughly
23%. In May 2019, MTY Food Group completed
the acquisition of Papa Murphy’s Holdings

Knowles Corporation
Caligan, Patriot Global Management and Falcon
Edge noted: “We believe that Knowles can achieve a
value of at least $28 per share by the end of 2019 (a
70% premium to current trading levels), prior to any
premium associated with a strategic transaction.”

Others
- 13F screening
- Significant stake in activist portfolio
- Stake increase
- Board seat gained
- Activist track record
- 13D letters & presentation
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Spotting Ideas in NT & Restatement filings

Ormat Technologies, Inc.

Spotting Ideas in Management Change Screen:

Emerging from
accounting problem
We flag companies that
emerge from
annual/quarterly filing
delay and
restatements.

In March 2018, the company announced that it would
delay its 10-K for the FY 2017, since the company had
identified a material weakness related to its risk
assessment of its accounting for income taxes. In May
2018, the company announced that it would delay 10-Q
for the quarter ended March 2018. Moreover, in May
2018, the company concluded that it would restate its
second, third and fourth quarter financial statements
and its full-year 2017 financial statements. The
restatement is expected to impact the “income tax
(provision) benefit” line item in the company’s
statements of operations, with associated impacts to
net income and earnings per share, and the “deferred
income taxes” line items on its balance sheet. On June
19, 2018, the company filed its restated filings and
pending 10-Q (quarter ended March 31, 2018). During
the entire period, the company’s stock price slumped
15%, from $61.73 on February 28, 2018, to $52.23 per
share on June 19, 2018.

Others
- 13F Research
- Significant stake in activist portfolio
- Stake increase
http://snowballresearch.com
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Snowball Research offers early free access to buy-side
investment professionals.
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This summary is meant in no way to limit or otherwise circumscribe the full scope and effect of the
complete Terms of Use. Detailed Terms of Use can be found at
https://snowballresearch.com/terms-of-use/

KNOW YOUR RGBS, YOUR CMYKS, AND YOUR DPIS

