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The Joint Corp: Significant percentage in Bandera
partner’s portfolio and sign of moat
BASICS
M.Cap: $257 million

(c) Cheaper

The Joint Corp is a rapidly growing
franchisor and operator of chiropractic
clinics that uses a private pay, noninsurance, cash-based model.

For spinal manipulation, the company
charges approximately $27, which is
roughly 65% lower than the industry
average.

Bandera Partners
The company accounts for 14.45% of the
total portfolio – Rank #2

(d) Higher number of new patients per
clinic

SIGNS OF MOAT
(1) Unique business model: No
insurance, no prior booking, and
cheaper than industry average.
(a) Non-insurance/cash-only model
The company only accept cash or major
credit cards in return for its services, does
not accept insurance, and does not
provide Medicare covered services. By
limiting the administrative burden of
insurance processing, the company’s
business model allows chiropractors to
focus on patients, instead of performing
administrative duties related to insurance
reimbursement. Moreover, this model
saves overhead expenses associated with
maintaining the capability to process
third-party reimbursement.
(b) No prior booking
Patients arrive at the company’s clinics
without appointments at times
convenient to their schedules. After a
patient has joined its system, and returns
for treatment, they simply swipe their
membership card at a card reader at the
reception desk to announce their arrival.

The company attracted an average of
1,041 new patients per clinic (for all
clinics open for the full twelve months of
2018) during the year ended December
31, 2018, as compared to the 2018
chiropractic industry average of 359 new
patients per year for traditional
insurance-based non-multidisciplinary or
integrated practices, according to a 2018
Chiropractic Economics survey.
(2) Franchise model
As of December 31, 2018, the company
had 442 franchised or company-owned or
managed clinics in operation in 32 states.
An immediate question pops up; can a
newbie copy the low-cost, asset-light
franchisee model, and compete against
the company? Well, even though there is
nothing to prevent a company from
emulating the concept, it will not be easy.
(a) Brand: The Joint Corp is a top
franchise brand in the chiropractic sector.
The company was included in
Entrepreneur magazine’s Franchise
500® list. Categorized under the “Health”
section, The Joint Corp was rated 109,
overall.
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An investment of $180K to $342K
(including working capital and franchise
fee) is typically required to become a
franchisee of the company. The success of
a franchisee is tied to the business brand.
As such, franchisees are less likely to
choose a new or unknown franchise
brand, simply to save a few additional
thousand dollars. For chiropractors
considering a franchise model, rather
than opening their own clinic, “The Joint
Corp” would be a compelling option.

 According to entrepreneur.com, the total
number of locations are declining for
“HealthSource Chiropractic”. The number
of U.S. franchises declined from 395 in
2013 to 172 in 2019.

(3) Competitors are either small or
declining

 Suggested further reading

The company cites only three competitors
in its 10-K – Healthsource, AlignLife and
Chiro One.

 Alignlife runs 27 U.S franchises.
 Chiron One currently runs in 57
locations. I suggest you read this old
article about Chiro One, which ran into
financial trouble. Suggested further
readings.

https://www.nytimes.com/2017/05/
01/upshot/for-bad-backs-its-timeto-rethink-biases-aboutchiropractors.html
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PGT Innovations, Inc. (PGTI): Significant
percentage in Broad bay Capital and Spitfire
Capital’s portfolio and signs of moat
BASICS

SIGNS OF MOAT

M.Cap: $1.07 billion

(a) Brand

The company is a manufacturer and
supplier of residential impact-resistant
windows and doors. WinGuard is an
impact-resistant product line that
combines heavy-duty aluminum or vinyl
frames with laminated glass to provide
protection from hurricane-force winds
and wind-borne debris. WinGuard, its
flagship product, also protects against
outside noise, break-ins, UV rays and high
energy bills.

PGT WinGuard® is synonymous with
impact-resistant windows and doors.

Broad Bay Capital Management
 The top ten stocks account for 82% of the
total portfolio.
 PGT accounts for 8% of the total portfolio
– Rank #6
Spitfire Capital
 Highly concentrated fund – owns only
fifteen stocks
 PGT accounts for 4.8% of the total
portfolio – Rank #12

(b) Market leader in Florida
PGT has the #1 position in the market for
impact-resistant windows and doors in
Florida. According to published data, the
company enjoys over 50% of the market
share in Florida. More than 80% of total
sales are generated in Florida. There are
some areas in Florida where building
codes require impact resistance.
According to a 2014 report by Karen
Clark & Company, four of the top eight US
cities that are most vulnerable to major
storms are located in Florida.
(c) Proven track record
Over three million WinGuard® units have
been installed, with zero reported impact
failures. It is difficult for a new entrant to
create this track record.
NOTE
Growth: Since 2014, the company’s vinyl
WinGuard products have grown at a
compound annual rate of nearly 35%.
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Blue Bird: Signs of Moat
BASICS
M.Cap: $525 million
Blue Bird is the leading independent
designer and manufacturer of school
buses, with more than 550,000 buses sold
since its formation in 1927 and
approximately 180,000 buses in
operation today.
Spitfire Capital
 Highly concentrated fund – owns only
fifteen stocks
 PGT accounts for 4.8% of the total
portfolio – Rank #12
SIGNS OF MOAT
(a) Brand: With more than 90 years of
operation, Bluebird is an iconic American
brand.
(b) Reputation and regulation act as
barriers to entry: The school bus
industry has few competitors due to the
importance of brand and reputation for

safety and durability, compliance with
stringent safety and regulatory
requirements, an understanding of the
specialized product specifications in each
region, and specialized technological and
manufacturing know-how.
As per Wikipedia, there are only 10
school bus manufacturers, however, only
three are full-line manufacturers, i.e.
three companies manufacture all types of
school buses (type A, C & D) – Blue Bird,
Thomas Built Bus and IC Bus.
https://en.wikipedia.org/wiki/List_of_sch
ool_bus_manufacturers
(c) Leadership in Alternative Fuel: Blue
Bird is the market leader in propane,
gasoline and CNG fuel powered-buses,
having sold approximately eight times
more alternative fuel school buses than
all of its competitors combined from fiscal
2010 through fiscal 2018.
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National Research Corporation (NRC): Sign of
Moat, Owner-operator & notable compensation
structure
BASICS
M.Cap: $1.4 billion
The company is a leading provider of
analytics and insights that facilitate
measurement and improvement of the
patient and employee experience, while
also increasing patient engagement and
customer loyalty for healthcare
organizations.
SIGN OF MOAT
Subscription-based revenue
The Company derives 89% of total
revenue from renewable annual
subscription-based service agreements
with its customers.
NOTES
1) Owner-operator – no salary hike
since 2005, very low compensation
package
Michael D. Hays has served as CEO and
director since he founded the company in
1981.
 His base salary is $127K, which has

remained the same since 2005 as per his
request.

 Over the years Mr. Hays, for estate

planning purposes, gifted and/or
transferred almost all of his directly
owned shares to two trusts for the
benefit of his family, The K/I/E Trust

under an agreement dated October 24,
2018, and the Amandla MK Trust. As of
February 25, 2019, approximately 50%
of the outstanding common stock was
owned by the trusts.
 Hays’ salary and overall compensation

are significantly below the median level
paid to chief executive officers of
comparable companies.

2) Salary – with the exception of the
top three executives, all salaries are
less than $100K
 During 2018, the company had no other

executive officers (except top three
executives), as defined in Rule 3b-7 of
the Securities Exchange Act of 1934,
whose total compensation exceeded
$100,000.

 The median of the annual total

compensation of all associates of the
company was reasonably estimated to
be $61,485.

 The company claims that it has

historically attempted to minimize base
salary increases in order to limit its
exposure if it does not meet its
objectives for financial growth under its
incentive compensation program.
Consistent with this practice, the
committee has left the base salaries of
Mr. Hays (CEO), Mr. Karas (CFO) and Mr.
Jackson (President) unchanged since
2016.
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 The ratio of the annual total

compensation of CEO to the median of
the annual total compensation of all
other associates is estimated to be 4.71
to 1.

3) Note
The company does not provide many
details – retention rate and break-up of
clients are not available. In fact, the 10-K
is just 55 pages.

Letter to Shareholders from 2018 Annual Report
While most industries have already adopted an omnichannel strategy, the “digital front
door” to healthcare has, until most recently, been locked. To this day, it remains easier to
schedule a haircut or book an around-the-world trip than interact online with most health
systems.
Seventy-seven percent of consumers begin their healthcare search online, where they must
sift through a wealth of information varying in credibility and usefulness. Forward-looking
health systems have taken notice that the digital front door is key to attracting patients and
building the brand awareness and loyalty that keeps customers coming back.
Over the past four years, your Company’s Transparency program has provided verified star
ratings and reviews for individual physicians, service lines, and care locations, enabling
more than 150 healthcare organizations to take control of their online presence,
outperform in search rankings, and build confidence with prospective patients. Nearly 60%
of consumers now book an appointment as a result of what they read in online ratings and
reviews.
But as these consumers progress through the “four walls” of the care environment, your
Company’s research continues to show a widening gap between consumer expectations
and the capabilities of most healthcare providers. Consumers are seeking ever greater
convenience, ease, and affordability relative to their purchasing dollar.
Launched in 2018, the NRC Loyalty Index offers a proprietary national benchmark for
healthcare leaders to evaluate their effectiveness in forging closer connections with the
more than 40% of individuals who lack loyalty to a healthcare brand and a growing
number of frustrated consumers and activist employers.
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Our commitment to helping organizations “act boldly” has resulted in notable new
customer wins, improved retention rates, and the majority of our legacy customers
switching to the Company’s recently introduced Voice of the Customer (VOC) platform.
Uniting marketing, patient experience, and clinical services, the digital platform enables, for
the first time, a complete, whole-person view of the longitudinal care experiences
customers have with healthcare brands-anywhere care is delivered today, designed to
support however care delivery may change in the future.
There is no better way to convey this impact, than to hear directly from those we have the
opportunity to serve: www.nrchealth.com/whyNRC.
Looking to the future, my hope is that our knowledge of populations, households, and
individuals will be further unlocked and available industry-wide to accelerate us toward a
new era of relationship-centered care. Integrating our Company’s data directly into the
workflow of our customers and future industry partners has transformative potential.
Always, and forever, it is the people and culture of NRC Health that propel your Company
forward. Celebrating our 38th year, we are proud of our increasingly diverse workforce.
Women now comprise 59% of our Company, bringing balance and a unique sense of
empathy so imperative to healthcare. And our fearless millennial cohort-an ever-growing
25%-are driven by such passion for purpose, it is inspiring your Company to have an even
larger and more lasting impact on the industry.
We hope you agree, matching purpose with profit makes for good business.
Sincerely,
Steven D. Jackson
President and Fellow Owner
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Asure Software: Sign of moat & debt reduction
BASICS
M.Cap: $135 million
Asure Software, Inc., headquartered
in Austin, Texas, provides innovative and
flexible SaaS-based cloud platforms that
help clients worldwide elevate how,
when, and where work gets done
throughout the employee lifecycle.
SIGN OF MOAT
Recurring revenue to account 90%
after the sale of Workspace segment
In October 2019, the company agreed to
sell its Workspace Management business

for $120 million. After the sale of this
segment, Asure Software will be a pureplay human capital management (HCM)
focused company, and the recurring
revenue mix will be more than 90% of
total revenue.
NOTE
Debt: The company expects to pay down
the majority of its debt from the proceeds
of the sale of its workforce management
business, and save roughly $9 million of
annual interest expense. Moreover, the
vast majority of the gain on the sale of the
segment will be offset by the company’s
accrued NOL’s.
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A niche screening technique: Research the new
CEO’s track record
Every time a company (under $2 billion
market capitalization) appoints a new
CEO, we research the track record of the
CEO. This is a core research conducted by
our team.
It is not a “magic” screen, which others
are not aware of. Many fund managers
review companies that have experienced
a “management change”.
With large cap stocks, the track record of
the CEO gets the attention of both Wall
Street and the media. When CSX
appointed Hunter Harrison as CEO,
almost all newspapers and TV channels
talked about his track record. On the
announcement of his appointment as
CEO, the company’s market cap increased
by a whopping $8 billion. Yes, $8 billion of
wealth was created overnight by the news
of his appointment as CEO.
This is hardly the case with small and
micro-cap stocks. For most micro/small
cap stocks, the announcement of a CEO
appointment is limited to an 8-K filing.
So, what is the point?
Well, in my opinion, this provides an
opportunity. Every year, hundreds of new
CEOs are appointed. CEOs who have an
A+ track record get hidden among others.
By uncovering an excellent CEO, you can
uncover a great investment idea.
First of all, successful fund managers
notice signs of “information edge” that are
often too subtle for others to see. The
ability to “see” what others are “not
seeing” gives them a competitive
advantage. I strongly believe that

uncovering the fact that a newlyappointed CEO has an excellent track
record is an information edge.
Secondly, the newly-appointed CEO is not
a magician that is able to bring changes in
the blink of an eye. It takes time to fix
things. The CEO’s impact can be noticed
only in the long run. So, this provides
ample time for value investors to research
the stock.
Example
eHealth
In May 2016, eHealth appointed Scott N.
Flanders as CEO.
Here is the summary of his track record,
at the time of his appointment: (a) During
his tenure as CEO of Playboy Enterprises,
the stock price increased 100%; he
outsourced publishing operations except
for editorial, and downsized the
organization by reducing the headcount
by over 70%. (b) During his tenure as
CEO of Columbia House, the company was
sold for an undisclosed amount. (c) He cofounded an e-commerce company, and it
was acquired for $4 million in 2000.
Since his appointment, i.e. in the last 3
years and 6 months, eHealth’s stock price
has increased by more than five times.
In fact, most of the stock price
appreciation happened after only a year
of his appointment.
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To be clear:
 Even though a new CEO with an
excellent track record does not
guarantee improved company
performance, the appointment greatly
increases the odds of improved
performance.
 A top-performing CEO is not going to
accept a random position. So, accepting a
CEO role by a proven executive is a vouch
for the company’s future potential.
 A company that has appointed an A+ CEO
is not a “strong buy” – it is a strong signal
to research the stock.
In a nutshell, the core logic is this: investors
can increase their odds of success by
researching companies that have appointed
a stellar CEO.
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Greenhaven Road Capital: Jockey bets
Greenhaven Road Capital runs a
concentrated portfolio that focuses
predominantly on stocks that have a
market cap under $500 million. In fact,
four out of five of its top holdings have a
market cap under $500 million.
Scott Miller, the founder, has a striking
background – he cofounded an education
company that grew to over 1,400
employees and $75 million in revenue.
In the latest investor letter, Scott Miller
explained his rationale behind making
“jockey” bets. He wrote, “Given my
operating experience, I am a firm believer
that people build businesses. Particularly
in the context of a smaller enterprise, the
contributions of a “jockey” can be
profound. These are not super humans
who can overcome all challenges, but the
right jockey pursuing the right strategy
with a little bit of good fortune can be
very profitable.”

Miller outlined four “jockey” bets in his
letter – Par Technology (PAR), EnviroStar
(EVI), Chicken Soup for the Soul
Entertainment (CSSE) and Canadian
software company, Optiva (OPT).
Par Technology is flagged in his report for
two reasons: (a) it is one of the fund’s top
five holdings and (b) it is one of the four
“jockey” bets.
Par Technology (PAR) is a wager that
Savneet Singh will capitalize on the
restaurant POS (point of sale) software
opportunity currently buried under a
defense business and a hardware
business. The asset we want to own is the
restaurant POS (point of sale) system,
Brink, that remains buried under a
defense contracting business and a
hardware business that are currently far
bigger.

Here is what we know: the new CEO, Savneet Singh, has only been on the job since the
beginning of the year and has only had resources since April when PAR raised money
through convertible debt. Hiring well and spending well takes time. Savneet has focused
the company and laid the foundation for growth by investing resources in stabilizing the
product, building a payments offering, announcing the exit of a small ancillary software
business (SureCheck), and articulating that the defense and restaurant businesses should
be separated (timing uncertain). He has also taken actions to improve the profitability of
the hardware business through both staff reduction and growth, most recently paying less
than 2X cashflow for a drive-through related asset that fits well with the existing portfolio
of restaurant solutions.
Source: https://seekingalpha.com/article/4303991-greenhaven-road-capital-q3-2019investor-letter
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Schmitt Industries: Zapta takes operational role,
and notable CEO compensation structure
In October 2018, Sententia Capital
Management won two board seats
through a proxy fight. Subsequently, the
CEO and two incumbent directors
resigned. As such, on December 1, 2018,
the company experienced a majority
board change and CEO change.
In December 2018, Michael R. Zapata,
founder of Sententia Capital, was
appointed executive chairman and
president. In July 2019, the company
appointed Zapata as CEO.
Zapata’s background is interesting
He was commissioned as a Naval officer
in May of 2001 and he served as a Navy
SEAL. During his service from 2001 to
2010, he held various leadership roles
during the global war on terror, including
troop commander, for the nation’s
premiere SEAL assault force. He
transitioned out of the military to attend
Columbia Business School in 2011 and
earned his master’s degree, with a focus

on investment management (Heilbrunn
Center for Value Investing.)
Notable compensation structure
As per the employment
agreement, Zapata will receive a retainer
fee of $90,000 and the company granted
48,000 RSUs. The RSUs vested in the
amounts set forth below on the first date
the 15-trading-day average closing price
of the company’s common stock equals or
exceeds the corresponding target price
(listed below).
Number
of RSUs
Vested
5,000
2,000
2,000
2,000
2,000
2,000
2,000
2,000

Target Price
$2.70
$2.90
$3.10
$3.30
$3.50
$3.70
$3.90
$4.10

Suggested further readings
Video:
How I got to Where I am as an Investment Fund Manager – Michael R. Zapata
Video: https://www.youtube.com/watch?v=YybOW3eR4Iw
Transcript: https://www.valuewalk.com/2019/04/michael-zapata-industrialdistribution/
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East 72: An Australian closed-end fund explains its
investment in an obscure “dark” US company
East 72 is a publicly traded closed-end
fund in Australia. Its latest quarterly
update mentions two sub-$200 million
companies –Vulcan International and
PICO Holding.
Vulcan International is a “dark” company
– East 72 explains the process of getting
hold of the financials, saying, “To acquire
financials requires a letter, proof of
shareholding and non-disclosure
agreement to be lodged with Thomas
Gettler, a lawyer based in New York”.

Well, the crux of the story is this – Vulcan
International announced its decision to
liquidate the company, which it will do “at
its own pace”. East 72 argues that the
company’s assets are worth (gross asset
value – pre-tax) ~US$205/share, and
states that, “for the first time, there is a
hint in the 18 September 2019 release
that “the Company intends to commence
stockholder distributions.”
Moreover, Nate Tobik has covered this
stock on his blog.

The stock portfolio is highly liquid, but two of the illiquid assets – forestry and the
Clarksville factory land – are now up for sale14 15. Bids for the timberland are about to
close, and we can gain some insight as to potential values by reference to another wellknown “Pink Sheets” asset play, Keweenaw Land Association (KEWL). KEWL has an annual
land appraisal, the most recent of which valued their 184,000 acres at $809/acre16;
imputing this onto VULC would suggest a value of around $11.6million. Cincinnati office
vacancy rates are at their lowest (18%!!) in many years despite negative net absorption for
over a year; asking CBD rents are ~$20/sq foot ($215/sq. m) but sale transactions have
high yields in the 8% area. The buildings are quite specialist which may keep their values
down say around a very conservative $5-$7million for the two. The Clarksville factory is
assessed by the relevant county assessor at $3.9million Piecing together these assets
suggests a gross asset value (pre tax) of ~US$205/share and ~$166/share net of reduced
tax liabilities, versus our entry price of ~US$115/share over the past twelve months. Like
any “asset play”, the time value of money is a relevant consideration as to the expense and
time involved in a realisation.
Source
http://east72.com.au/wp-content/uploads/2019/10/E72-Quarterly-Report-Sept-2019.pdf
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Caligan argues that Amag Pharmaceuticals has a
collection of valuable assets
Caligan Partners, LP was founded by
David Johnson and Sam Merksamer in
2017.
Even though Caligan Partners has filed a
13D in two stocks, Merksamer is no
stranger to activism. He served as a
managing director of Icahn Capital for
eight years before launching Caligan
Partners.

In October 2019, Amag Pharmaceuticals
entered into a settlement agreement with
Caligan after the investment firm
launched a consent solicitation process to
remove four board candidates. Caligan
Partners argued that the individual
components of the company’s portfolio
are worth more than $30 per share, and
the company enjoys several competitive
advantages.
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13D filing is not an oral liquid antibiotic
13Ds do not have a shorter shelf-life
Oral liquid antibiotics have a short shelf
life. As soon as the powdered form is
added with water, the clock starts ticking.
It should be consumed within a few days.
Many view 13D filings as similar to an
oral liquid antibiotic, i.e. to generate
alpha, one should invest within a few
hours or days. This is bad logic – period.
Are there reasons for this delusional
approach?
One of the reasons could be due to the
way an activist’s performance is
computed. It is common practice to
compare the stock price on the “first filed
13D date” with the stock price on the
“date of exit”. Since this data is widely
reported in the media, many think they
should invest with the same horizon to
replicate the return.
The logical fallacy
As soon as an activist investor discloses
an active stake, many start to predict the
“probability of success”. If the probability
is high, they invest. Otherwise they ignore
it and move on.
The above approach has three “implicit
assumptions”:
 One should invest alongside the

activist to generate alpha.

 All activist situations are created

equally.

 Activists with a low track record

should be completely ignored.

1. One should invest alongside the
activist to generate alpha.

Investors should invest immediately to
generate alpha. This tops the list of
fallacies in activist investing.
Investors who always do their homework
before investing tend to shy away from
this strategy – they simply do not like the
idea of being “rushed” to invest.
Moreover, unless you are a 100% eventdriven investor, reading a daily or weekly
summary of activism may not be a part of
your regular ritual. It may not be feasible.
This is especially true when the entire
team is working on an interesting stock
idea. Unless the fund has an army of
analysts and a dedicated idea screening
team, it is simply not possible to screen
(13D filings) on a regular basis.
2. All activist situations are created
equally
Every activist filing is unique.
 Agenda differs: Each activist investor’s

rationale behind filing a 13D is
different. It could be any of the
following: CEO change, strategic
alternatives, concerns over a
controlling investor’s action, agitation
against a merger or acquisition, and
pushing for a board revamp etc.
 Status of activism differs: Some 13D

filers have “initiated” a stake, some
might have secured a board seat, some
have launched a proxy fight, some have
lost a proxy fight, and some may
increase or decrease their stake etc.
 Track records of filers differ: Some

filers have a well-documented track
record of success, while most filers
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have a very low or non-existent track
record.
3. Activists with a low track record
should be completely ignored
First things first; it is indeed correct to be
concerned about the “first time”13D filer.
We don’t know their true intention. At the
same time, it doesn’t make sense to
completely ignore them. One of the best
ways to approach the 13D filings of
newbie activist investors is to “wait and
watch”. A few days back, I published
an article where I argued that someone
could generate ideas by tracking all the
significant changes the company
implements after the involvement of an
activist. The rationale behind the
screening is this – we can identify
companies that are making changes,
irrespective of the track record of the
activist.
Fact to ponder
We can broadly classify 13D filers into
two categories – those that file 13F and
those that do not. The advantage with 13F
filers is that we know their ownership
status at the end of every quarter.
In our database, there are 190 13F filers
that have filed a 13D in a stock. To be
clear: we do not compile all the stocks in
their portfolio. Instead we compile the

stocks only if the 13F filer has filed a
“significant” 13D. Out of that list, 13F
filers increased their stakes in 45 stocks
even though the fund did not file a 13D/A
in the past year.
Let me explain: The 45 stocks satisfied
the following three criteria:
(a) The 13F filer filed a 13D
(b) The 13F filer did not file any amended
13D filing in the past year, and
(c) increased their stake.
What is my point?
In the above 45 stocks, the activist
investors found something interesting
and increased their stake even though
they were silent for more than one year
after filing the first 13D filing. Isn’t it
absurd to think that those who track 13Ds
should restrict themselves to only new
filings? It is like saying, I watch only
newly-released movies.
Takeaway


Do not think that only recently
filed 13Ds should be tracked.



Each 13D filing is unique in its own
way.
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Activist can compel Delaware incorporated
company to conduct AGM: Know your right
Disclaimer: This series is for activists and
for wannabe activist investors. We are not
lawyers and it is beyond the scope of this
article to provide legal advice.
Under Delaware law, if a company fails to
hold an AGM or take action by written
consent to elect directors for a period of
13 months, any stockholder may petition
the Court to compel that a meeting be
conducted.
Blank check company
After TransTech Service Partners, a bank
check company, failed to acquire a
company within the stipulated time, one
of its shareholders, Opportunity Partners,
L.P. demanded that the company
distribute the proceeds to shareholders.
After the company refused to do so,
Opportunity Partners filed a petition in
the Delaware Court of Chancery to order
TransTech to hold an annual meeting, at
which shareholders could elect directors
who would seek to make a prompt cash
payout.

On April 14, 2009, the court ordered
TransTech to hold this annual meeting.
Merger is not an excuse
In June 2013, Starboard filed a complaint
requesting the Delaware Court to compel
Office Depot to promptly hold its 2013
AGM.
Even though Office Depot had called a
special meeting of shareholders for July
10, 2013 to vote on a proposed merger
with OfficeMax, Starboard argued that
this is not an excuse to skip an AGM.
Starboard argued that it is important to
reconstitute the board, irrespective of the
outcome of the merger, since the
incumbent directors lacked retail
experience.
In June 2013, the Delaware Chancery
Court ordered Office Depot to hold its
2013 annual meeting on August 21, 2013.

Yes, you heard it right: De-staggering proposal is
dangerous for some
On August 21, 2019, the secretary of Ivy
High Income Opportunities Fund sent
a letter to the fund’s shareholders. It was
actually the choice of words that caught
my attention. The letter requested
shareholders to “defeat” a “dangerous
proposal”. So, what exactly is the
dangerous proposal the letter referred to?

It is the proposal submitted by Saba
Capital to de-stagger the board.
Yes, as per the insiders, de-staggering the
board is “dangerous”. The letter argued
that a de-staggered board structure
“empowers” the trustees to resist the
unreasonable demands of shareholder
activists.
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Now, it is up to you to decide for whom it

is dangerous.

Why did the founder and former Chairman and
CEO lose his election at MiMedex?
Generally, when a founder or former
executives launch a proxy campaign,
investors view it with great interest. The
general argument is this: the founders
love the company, they know the
company very well, and can fix the
problems.
This was not the case with MiMedex.
In April 2019, Parker H. Petit, former
chairman of the board and CEO from
2009 to 2018, nominated David J.
Furstenberg, Shawn P. George and himself
for election to the board. However, he

garnered only 16% of the votes (including
his ownership of 4.3%).
When Petit launched the campaign, the
company argued that Petit had engaged in
material misconduct and engaged in
improper accounting practices. Moreover,
all three proxy advisory firms
recommended shareholders to vote
against Petit.
Key takeaway
Not all investors who agitate for change
have “shareholder’s interest” in mind.
Always, research the track record.

In the Company’s View, Mr. Petit Cannot Be Allowed to Return to MiMedx In Any Capacity
In its independent investigation conducted with the assistance of King & Spalding LLP, a nationally
recognized law firm, and KPMG LLP, which performed forensic accounting work, the Audit
Committee of the Board found that the evidence demonstrated that Mr. Petit and certain members
of his management team engaged in longstanding material misconduct, which harmed MiMedx and
its shareholders. More specifically, the evidence demonstrated that Mr. Petit and certain members
of his management team disregarded accounting rules; undertook improper actions to manage and
manipulate the timing and recognition of revenue; made misleading and false statements to the
Company’s outside auditors, the Board and the U.S. Securities and Exchange Commission after
questions were raised about the Company’s accounting practices; took actions against
whistleblowers; and emphasized short-term business goals over compliance and ethics.
Findings from the investigation include evidence demonstrating that Mr. Petit and certain members
of his management team took the following actions, among others:
Giving a distributor a lucrative consulting contract simultaneously with a large purchase by the
distributor near the end of an accounting reporting period;
Intentionally shipping products that were not needed by a customer and recording the revenue,
while agreeing at the time of shipment to allow the customer to return or exchange the products in
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a later accounting reporting period, without recording specific provisions for such returns or
exchanges;
Booking a large sale at the end of a quarter to a distributor that the Company was in the process of
buying, for which the Company recognized the revenue but never received payment;
Agreeing to “side deals” that allowed the Company’s distributors to return products or pay for
product only when they subsequently resold them;
Intentionally hiding a “side” arrangement from the Company’s own accountants and outside
auditors, which caused the Company to recognize revenue incorrectly and at the time of the original
shipment;
Deceiving the Company’s auditors and the Board on multiple occasions about the business dealings
with these distributors;
Falsely testifying under oath about the arrangements with the Company’s largest distributor;
Installing a secret video surveillance system to record interviews that he and other former
members of management conducted of certain employees and those employees’ discussions
amongst themselves without those employees’ knowledge or consent; and
Engaging in a pattern of taking action against employees who raised concerns about the Company’s
practices, including reassignment, discipline or termination, without conducting a thorough
investigation of those concerns.
As a result of these and related activities, the Company under Mr. Petit’s leadership recognized
revenues in the wrong accounting reporting period, and in certain instances, improperly recognized
revenue altogether. In certain situations, the timing and improper recognition of revenue allowed
the Company to meet its published earnings guidance. Absent these apparent revenue management
activities, the Company’s results would have fallen short of earnings guidance in these periods.
The U.S. Department of Justice and the U.S. Securities and Exchange Commission are currently
investigating Mr. Petit’s conduct.
Mr. Petit is seeking to return to the Company as a director on the Board and to have two of his
business associates elected to the Board. The Board unanimously opposes Mr. Petit’s return, and
the Board struggles to understand what his nominees would bring to the boardroom. Neither of his
fellow nominees appears to have any knowledge of our products or markets, healthcare experience,
executive operating experience or public company board experience.
We believe Mr. Petit’s return in any capacity to MiMedx would be extremely damaging to the
Company and its relationships with employees, customers, business partners, potential capital
sources, law enforcement and regulators.
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THANK YOU
Interested?
Click here to join our mailing list to receive the
latest research from our team.

Snowball Research Team
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RESEARCH
SERVICES
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.

https://snowballresearch.com

Our subscription service

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.
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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
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EARLY FREE
ACCESS

Snowball Research offers early free access to buy-side
investment professionals.
To receive access, please click the below link.

https://snowballresearch.com/early-free-access/

KNOW YOUR RGBS, YOUR CMYKS, AND YOUR DPIS

No Investment Advice
The website articles and reports are not an offer to sell or the solicitation of an offer to buy any
security in any jurisdiction where such an offer or solicitation would be illegal. This report is
distributed for informational purposes only and should not be construed as investment advice or a
recommendation to sell or buy any security or other investment, or undertake any investment
strategy. It does not constitute a general or personal recommendation or take into account the
particular investment objectives, financial situations, or needs of individual investors. The price
and value of securities referred to in this report will fluctuate. Past performance is not a guide to
future performance, future returns are not guaranteed, and a loss of all of the original capital
invested in a security discussed in this report may occur. Certain transactions, including those
involving futures, options, and other derivatives, give rise to substantial risk and are not suitable
for all investors.
Disclaimers
There are no warranties, expressed or implied, as to the accuracy, completeness, or results
obtained from any information set forth in this report. March Intelligence Research will not be
liable to you or anyone else for any loss or injury resulting directly or indirectly from the use of the
information contained in this report, caused in whole or in part by its negligence in compiling,
interpreting, reporting or delivering the content in this report.
Related Persons
March Intelligence Research’s officers, directors, employees and/or principals (collectively
“Related Persons”) may provide research services to its clients including but not limited to hedge
funds, activist investor, Registered Investment Advisors, mutual fund, family offices and to high
net worth individuals. The client might have positions in and may, from time to time, make
purchases or sales of the securities or other investments discussed or evaluated in this report.
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/
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