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Oxford Immunotec Global (OXFD): Significant
percentage in Stonepine Capital, First Light Asset
Management and Endurant Capital’s portfolio and
signs of moat
Note: Even though the company is
incorporated under the laws of England
and Wales, the company’s ordinary
shares are listed on the NASDAQ Global
Market.
BASICS
M. Cap: $420 million
Stonepine Capital Management
 The top five stocks account for 54% of
the total portfolio.
 The company accounts for 10% of the
total portfolio – Rank #1
First Light Asset Management
 The top five stocks account for 31% of
the total portfolio.
 The company accounts for 9% of the
total portfolio – Rank #1
Endurant Capital Management
 The top five holdings account for 35%
of the total portfolio.
 The company accounts for 9% of the
total portfolio – Rank #5
The company is a pure-play product
company focused on tuberculosis (TB)
screening. The company sells test kits,
proprietary T-SPOT®1.TB, and
associated accessories to laboratories
that perform TB testing.
According to the World Health
Organization (WHO), approximately
23% of the world’s population, or about
1.7 billion people, are infected with M.
tuberculosis. Despite the availability of

an effective treatment, TB is the leading
cause of death due to infectious disease,
and remains one of the top ten causes of
death worldwide from any cause.
The current and competing
procedure
The company’s T-SPOT.TB test
competes primarily with Tuberculin
Skin Test (TST), which is an inexpensive
method that has been in clinical use for
more than 100 years. According to the
WHO, TST is problematic due to the
frequency of false-positive and falsenegative skin reactions.
The company’s test is sometimes
referred to generically as an IGRA, since
the test detects individual T cells via
their release of interferon-gamma.
Suggested further reading:
https://www.cdc.gov/tb/publications/f
actsheets/testing/IGRA.pdf
Market share: TST accounts for 75%80% of total TB tests and IGRAs account
for the remaining 20%-25%.
Competition: The company’s SPOT.TB
test is one of the two recommended
alternatives to TST. The company
primarily competes with Qiagen’s QFN
Plus test, which, like the T-SPOT.TB test,
employs an IGRA method for detecting
tuberculosis infection.
SIGNS OF MOAT
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(a) Patients with weakened immune
systems: The US package insert for the
QFN Plus test notes that the
performance of the US version of the
QFN Plus test has not been extensively
evaluated with specimens from the
following groups of patients: those with
impaired or altered immune functions,
those younger than age 17 years, and
pregnant women. It also notes that the
minimum number of lymphocytes
required for a reliable test result has not
been established and may also be
variable. The company believes this is
an important differentiating factor in
patient populations with weakened
immune systems, such as those on
biologic therapies, corticosteroid or
other immunosuppressive treatments,
those with HIV and patients undergoing
dialysis or organ transplantation.

(b) Sensitivity advantage: In FDA
pivotal studies in the United States, TSPOT.TB was shown to have sensitivity
advantages over QFN Plus.
(c) Differential reimbursement: In
2018, the CMS reimbursement for TSPOT.TB was approximately $100 per
test, while it was $77 per test for QFN
Plus. Under PAMA, reimbursement for
the company’s test will remain
unchanged from 2018 rates. In contrast,
the reimbursement for QFN Plus will
decrease to approximately $62 by 2020.
(d) Patent: The intellectual property
relating to T-SPOT.TB includes 12
issued US patents, 13 issued patents and
one pending patent application.
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Calamp Corp. (CAMP): Signs of moat
BASICS
M. Cap: $335 million
The company is a telematics solutions
pioneer, leading transformation in a
globally connected economy. Since its
inception, the company has sold over 20
million telematics devices and related
products, and has built an industryleading brand in the globally connected
vehicle and industrial Internet of
Machines marketplace.
SIGNS OF MOAT
(a) Migration towards SaaS
(recurring revenue business model):

The company has steadily grown its
base of SaaS subscribers and continues
to move towards becoming a pure-play
provider of software and subscription
services.
As per the latest 10-K, the company has
an installed-base of over 10 million
telematics devices using its cloud-based
device management platform and over
one million unique subscribers.
Application subscription and other
service revenue grew from $43 million
in FY '16 to $78 million in FY '19.
(b) Patents: As at February 28, 2019,
the company has 73 US patents and 200
foreign patents.
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TUCOWS (TCX): Significant percentage in IFL and
Osmium Partners’s portfolio and signs of moat
BASICS
M. Cap: $684 million
Tucows is a publicly traded Internet
services and telecommunications
company.
Investmentaktiengesellschaft für
langfristige Investoren TGV (“IFL”)
•The top five stocks account for 71% of
the total portfolio.
•The company accounts for 10% of the
total portfolio – Rank #4
Osmium Partners
•The top five stocks account for 65% of
the total portfolio.
•The company accounts for 10% of the
total portfolio – Rank #2
SIGNS OF MOAT
(a) Domain Services: The segment
accounted for roughly 72% of total
revenue.
This segment's business model consists
primarily of non-refundable, up-front
payments, which generates recurring
revenue and a positive operating cash
flow.
Generally speaking, domain name
renewals are “sticky" in nature.
As per the company's presentation, the
company is the second-largest domain
name registrar, with renewal rates well
above the industry average.
Nevertheless, the company doesn’t
provide renewal rate data.

In addition to mobile telephony
services, the company is offering a
gigabit fiber network direct to the
premises (FTTP) whether a home, a
business or a multiple occupancy
dwelling. The total number of
subscribers under management nearly
doubled in the past year – 5 million in
Q1 2018 to 9.5 million in Q3 2019.
i) Small town: Given the list of towns
that the Ting is serving, it is clear the
company is focusing predominantly on
smaller towns/cities that have been
"bypassed" by giant firms.
"The company's focus has primarily
been on smaller towns that have easily
fallen through the broadband cracks." –
an article dated June 01, 2016.
ii) Exclusive rights: In a small town like
Fuquay-Varina, North Carolina, the
company will be the "exclusive
network operator and exclusive
service provider" for a certain period
of time.
iii) Not many competitors: As per an
article dated July 5, 2018, FuquayVarina did not attract much interest
from broadband providers to provide a
fiber network. A similar opinion was
echoed by the Westminster's city
council president.
We're a small enough community that
the incumbents would never come here,"
he said. "We wanted Google Fiber to
come, but it didn't work out." Source

(b) Ting Fibernet: Possible firstmover advantage in smaller cities
http://snowballresearch.com/
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We spoke to Assistant Town Manager
Mark Matthews, who said that FuquayVarina reached out to a number of
possible broadband providers, including
the incumbents, but none of the
conversations panned out. They saw the
strongest commitment in Ting. Source
Below are the list of towns/cities and
the respective population targeted by
Ting
 Holly Springs, NC: 36,749

 Fuquay-Varina, NC: 29,200
 Wake Forest: 44,046
 Centennial, CO: 110,831
 Charlottesville, VA: 48,117
 Sandpoint, ID: 8,703
 Westminster, MD: 18,648
 Solana Beach, CA: 13,379
 Rolesville, NC: 8,111
 Fullerton, CA: 139,640
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Iradimed Corp (IRMD): Signs of Moat
BASICS
M.Cap: $295 million

SIGNS OF MOAT

Iradimed develops, manufactures,
markets and distributes Magnetic
Resonance Imaging (“MRI”) compatible
medical devices and accessories, and
provides related services.

(a) Sole provider with little
competition: The company's patented
MRidium® MRI compatible IV infusion
pump system is the only known nonmagnetic Intravenous (“IV”) infusion
pump system. The company believes that
there is no direct competition for its MRI
compatible IV infusion pump system. As a
matter of fact, due to regulatory issues,
the only competitor, Bayer Radiology,
formerly MEDRAD, Inc., announced
during 2013 its decision to remove its
competing Continuum pump system from
the market.

Traditional method
To transport critical patients to the MRI is
a daunting process, since conventional
medical devices contain magnetic
components and cannot function properly
in the MRI scanner room if a large magnet
is present.
There are five general methods that are
used to deal with patients undergoing an
MRI who require IV medications during
their imaging procedure:
(1) do not offer MRI treatment to patients
requiring IV delivered medications or
sedation;
(2) use standard (magnetic) pumps with
long IV lines that extend outside the MRI
scanner room;
(3) proceed and accept patients for an
MRI procedure. but stop the flow of IV
fluids during the procedure;
(4) allow gravity controlled free drip of IV
fluids; and
(5) attempt to shield a conventional IV
infusion pump.
The company’s offering
The company’s patented MRidium® MRI
compatible IV infusion pump system has
been designed with a non-magnetic
ultrasonic motor in order to safely and
predictably deliver anaesthetic and other
IV fluids during various MRI procedures.

(b) Regulatory hurdle coupled with
low penetration rate: The medical
device and IV infusion market is highly
regulated and is typically one of the areas
that the FDA scrutinizes closely for new
market introductions. Because of this, the
FDA 510(k) clearance process for new
infusion pumps is usually lengthy and
requires significant testing and
documentation. This long development
timeline, coupled with the low market
penetration to date, may discourage new
competitors from undertaking a complex
project like building an MRI compatible IV
infusion pump.
(c) Recurring revenue: The company
generates revenue from ongoing service
contracts and the sale of disposable
products, mostly disposable IV tubing
sets used with its devices. This accounted
for roughly 25% of total revenue.

http://snowballresearch.com/
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(d) Huge net income margin: The
company generated a 20.7% n
et
income margin for FY 2018.

Other notes
(i) Owner-operator: Roger Susi, founder
and CEO, owns 52.2%.

($, mm)

2015

2016

2017 2018

Revenue

31.6

32.5

23.1

30.4

Net income

7.5

7.2

0.5

6.3

Net income
margin

24%

22%

2%

21%

- No related party transaction with the
CEO
- total compensation paid to the CEO is
$0.49 million.
(ii) Huge and increasing cash balance:
The company's cash balance increased
from $9.4 million in FY 2014 to $38.6
million in the quarter ended September
30, 2019.

http://snowballresearch.com/

11

Snowball Research Notes

http://snowballresearch.com/

12

Snowball Research Notes

http://snowballresearch.com/

13

Snowball Research Notes

Trupanion (TRUP): Significant percentage in
Greenlea Lane Capital and Lagoda Investment
Management’s portfolio and signs of moat
BASICS
M.Cap: $1.1 billion
The company provides medical insurance
for cats and dogs throughout the United
States, Canada and Puerto Rico.
Greenlea Lane Capital Management
•The top five stocks account for 73% of the
total portfolio.
•The company accounts for 9% of the total
portfolio – Rank #5
Lagoda Investment Management
•The top five stocks account for 50% of the
total portfolio.
•The company accounts for 10% of the total
portfolio – Rank #9

SIGNS OF MOAT
(a) Market share: It is the second largest
medical insurance provider in the US for
cats and dogs.
(b) Monthly recurring subscription,
increasing customer base, and high
retention rate:
Instead of a yearly insurance model, the
company uses a monthly subscription
model. The structure is recurring in nature.
Since 2010, at least 88% of the business
revenue every quarter has come from
existing members who had active
subscriptions at the beginning of the
quarter.
Total number of pet subscriptions increased
from 343,233 in 2016 to 479,427 in
September 2019.

Moreover, the company's average monthly
retention rate between 2010 and 2018
was 98.5%.
(c) Data: The comprehensive data
accumulated over the past 18 years
provides insights into the risk associated
with each pet. The company uses breed,
postal code, and age, within the various
pricing categories, to measure risk.
(d) Business structure reduces cost: The
company uses a proprietary underwriting
technology, in-house actuaries/claims and
contact center, does not incur brand
licensing fees, and uses a dedicated national
territory partner network. Using this
structure, the company claims that it saves
"frictional cost".
(e) Strong referral: As per the company's
claim, 73% of the total referral comes from
"non-paid referrals". These referrals are
from veterinarians and existing members.
Out of the 73% of non-paid referrals, in
2018, 26% of new pet enrolments were
generated from existing members adding a
pet or referring their friends and family.
Other notes
(1) Shareholder's letter - a 39-page
shareholder letter penned by the CEO and
founder, Darryl Rawlings.
https://s21.q4cdn.com/119804282/files/d
oc_downloads/2019/TRUP_2018Shareholder-Letter_WEB-(FINAL).pdf
(2) Frequently asked questions from
investors & competitor comparisons
https://investors.trupanion.com/resources
/top-investor-questions/default.aspx

http://snowballresearch.com/
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https://investors.trupanion.com/resources
/Competitor-Comparisons/default.aspx
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Marchex: Insightful letter from Edenbrook
Capital
Marchex (MCHX, M.Cap: $164 million) is a
call analytics company that helps
businesses connect, drive, measure and
convert callers into customers.
Edenbrook has been a stockholder since the
first quarter of 2015 and has steadily grown
its position to become the company’s
largest institutional stockholder.
In September 2019, the fund noted in its SC
13D/A filing that following the company’s
second quarter earnings report and
conference call, as well as meetings with the
company’s management, it believes that the
estimates of value included in its December
26, 2018 SC 13D/A filing are more
conservative than it previously believed.

The December 2018 letter that was referred
in the September 2019 filing is very
insightful.
Here are few notable points from the letter:






The Company’s management team
successfully transformed Marchex from a
primarily transactional business to a
recurring revenue business focused on
enterprise clients.
The company’s crown jewel analytics
business is high-margin and recurring in
nature.
Similar analytics-based public companies
are trading at 4-6 times revenue, while
private companies are being financed at 610+ times revenue.

Dear Anne, Russ and Mike:
Edenbrook Capital, LLC (“Edenbrook,” “we,” or “us”) beneficially owns 5,360,495 shares
of Class B common stock, par value $0.01 per share (the “Class B Stock”) of Marchex, Inc.
(“Marchex,” or the “Company”), representing approximately 14.5% of the outstanding
Class B Stock and approximately 12.0% of Company’s outstanding common stock,
including its privately-held Class A common stock, par value $0.01 per share. Edenbrook
has been a stockholder since the first quarter of 2015 and has steadily grown its
position to become the Company’s largest institutional stockholder.
Over the nearly four years of ownership, we have seen the Company’s management
team successfully transform Marchex from a primarily transactional business to a
recurring revenue business focused on enterprise clients. In doing so, you have put
Marchex on a path to long-term, profitable and cash-generative growth. While the path
to getting to this point has not been linear, the progress has been profound, and
accelerated significantly this year. Over the course of 2018 alone, the Company has
executed several meaningful examples of capital allocation, including:
1) Paying a special dividend of $0.50 per share in March
2) Opportunistically repurchasing an insider block of 2.3mm shares at $2.43 per share
in May
3) Acquiring Telmetrics, an enterprise call and text tracking analytics company, in
November
4) Acquiring Callcap, a call monitoring and analytics company, in December

http://snowballresearch.com/
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Additionally, for the first time, in its third quarter 2018 earnings release, Marchex
provided stockholders with segment reporting that broke out the Company’s fastergrowing, higher-margin analytics revenue, which is largely recurring in nature. This
high quality, software-based business, when combined with the two acquisitions
referenced above, positions the Company to have a growing analytics business with
more than $50 million in revenue. With the faster growing, higher-margin business
expected to be more than half revenue in 2019, we expect to see meaningful pullthrough effects for the Company’s aggregate financial profile. As one might have
expected from this segment reporting, stockholders enjoyed an initial bounce in the
stock price after Marchex’s third quarter earnings report showed how strong the crown
jewel analytics business has become.
Despite all of these positive developments, Marchex’s Class B Stock now trades at an
enterprise value of less than $70 million. One way to look at Marchex’s trading price is
to say that Marchex is being valued at less than 1.4x its high quality analytics revenue,
with zero value being given to the $50 million in trailing twelve months revenue from
the Company’s legacy marketplace business, its $100+ million net operating loss
carryforward or any of the Company’s intellectual property, including the massive
conversational data set built up over many years, which is both hard to replicate and is
the source of value creation for new higher, margin, recurring products.
We believe Marchex’s trading price of $2.63 per share (as of December 21, 2018)
demonstrates a substantial discount to comparable industry valuations. Similar
analytics-based public companies are trading at 4-6 times revenue, while private
companies are being financed at 6-10+ times revenue. If Marchex were valued at 3
times analytics revenue (which is still a substantial discount to the market and less than
Marchex just paid for Callcap), and approximately $44 million in cash were factored in,
this would yield a value today of approximately $4.65 per share, which is 75% above
today’s trading price of $2.63 per share (as of December 21, 2018). Adding in
discounted values for the legacy business and the NOL carryforward would yield
another approximately $1.60 per share, totaling approximately $6.25 per share, more
than double today’s price. Further, given the continued profitable growth of the
business, we expect these values to continue to expand in the coming years.
While the market is currently missing out on the accretive, profitable changes you are
making to the business, we remain steadfast supporters of your transformation and
believe that in time, the value will shine through and shareholders will be rewarded for
your efforts and value creation.
Sincerely,
Jonathan Brolin
Managing Partner
Source:
https://www.sec.gov/Archives/edgar/data/1224133/000090266418004430/p182291sc13g.htm
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Tools for buy-side professionals: Transcription
apps used by NY times journalists
A high-quality transcription software is
useful for buy-side professionals for two
reasons:
(a) Scuttlebutt research or
conference/trade-show notes
It is a known fact that you can talk a lot
faster than you can type. But still we
prefer to type. The reason is simple – an
audio file is not ‘searchable’ and takes
plenty of time to listen to. It would save
a lot of time if a fund manager or analyst
could take audio notes after a
scuttlebutt call or a conference
call/meeting rather than typing the
entire notes.

“Then if I need a quick rough transcript, I
upload it to Trint, by far the best
automated transcription service, at $15
for each transcribed hour of interviews.
Within minutes, I can have a relatively
clean transcript of an interview.”
Link: https://trint.com/
(b) Temi
Erin Griffith, a NY Times journalist,
uses Temi for transcription.
“To transcribe interviews, I use Temi, a
service that relies on artificial
intelligence. The quality is not great, but
it is very cheap.”

(b) Useful during general research

Link: https://www.temi.com/

While doing research, you may
encounter an audio/video file – it could
be a company earnings report, a
conference call, a CEO interview or an
industry commentary. Listening to the
entire audio file may be incredibly time
consuming, and it may be a lot easier to
read a transcript.

2. Human-powered transcription

Here are the options(a) Automatic / computer-generated
transcription
(b) Human-generated transcription
1. Automatic/computer-generated
transcription

(a) Rev app
The turnaround time is 12 hours. With
over 50,000 professionals, the company
provides a 24/7 transcription service.
Conor Dougherty, an economics
reporter at The New York Times, uses
Rev app for transcription.
“I also interview a lot of people and lately
have developed an expensive addiction to
transcription apps. I’ve tried several, but
the one I use the most is Rev. - Source
Link:
https://www.rev.com/transcription

(a) Trint

(b) Scribie

Eric Lipton, an investigative reporter at
the NY times uses Trint for
transcription.

Unlike Rev, Scribie’s turnaround time is
36 hours. They also have an automated
service. Link: https://scribie.com/

http://snowballresearch.com/
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Quarterly letter from RF Capital Management:
Garrett Motion operates in a duopoly market and
enjoys a high ROI; faces indiscriminate selling
from institutional investors
Mr. Roger Fan founded RF Capital
Management LLC in 2017. The fund
invests in 5-10 companies that satisfy
three criteria: (a) great businesses (b)
excellent management and (c) deep
discount to intrinsic value.
In the latest investor letter, Roger Fan
explained his rationale behind adding

Garrett Motion (GTX, M. Cap: $760
million) to the portfolio.
Garrett Motion is an automotive
supplier that makes turbochargers,
electric boosting technology, and
automotive software. Long-term
customer relationships include Ford,
Volkswagen, Daimler, BMW, Hyundai,
Renault, and Caterpillar.

GTX was spun out of Honeywell in 2018. Spinoff dynamics led to a lot of selling, especially since
GTX is too small for many institutions to own.
GTX is not your typical auto supplier. GTX essentially operates as a duopoly in the turbocharger
market with BorgWarner.
GTX is also at the top of the auto supplier chain, with an 80% variable cost structure. In the
event of a downturn, we believe GTX will perform better than other suppliers.
GTX is a great business that generates returns on capital north of 100%. The business has low
working capital needs. There is also revenue visibility out to 2023.
Investors are probably concerned about GTX's debt load and also asbestos liabilities. However,
GTX should be able to deleverage considerably given its FCF stream. Additionally, there are no
debt maturities until 2023 and 2025. The asbestos liability payments are also capped at $175
million every year.

http://snowballresearch.com/
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Cove Street Capital’s blog review
Cove Street Capital was founded by
Jeffrey Bronchick. Roughly 30% of the
companies in the portfolio have a
market cap of less than $1 billion, while
60% are between $1 billion to $10
billion.
The fund’s blog covers various areas –
investment strategy, investment
management industry, competitive
advantage, activism, governance,
compensation, etc.
Recent notable posts
http://covestreetcapital.com/counterfa
ctual-investing/
http://covestreetcapital.com/greatgovernance-ideapoor-execution/
Strategy letters
Every year, the founder pens roughly 4 5 letters. Here is the link http://covestreetcapital.com/category/
csc-strategy-letter/
Here are a few extracts from the recent
strategy letter:
To be fair, let’s discuss when to fire us.
Here is a quick list: we blow through the

asset size we told you was optimum for
our strategy; we have people leaving in
droves; the Founder has a second wife, a
third home, a plane and is in the opening
band for the final Rolling Stones tour; we
sold a majority stake in the firm; and/or
we walk into your office with 76 stocks in
the portfolio. Any combination I would
suggest is a sign that something is
different here.
We argue that in a world of silly, value
investing is an antidote. In a world where
investing firms are legitimately going
away—or are about to—we are a firm
that has staying power. In a world where
competing groups of the world’s smartest
people are raising the largest funds in
history to pay the highest multiples in
history with the most lenient credit
profiles in history, nosing around for a
handful of good businesses at reasonable
prices amidst the abandonment of 2500
or so investable small cap public assets is
arguably a legitimate idea.
http://covestreetcapital.com/wpcontent/uploads/2019/10/StrategyLetter-37-October-2019.pdf.pdf

Fabian Blank’s LinkedIn article
Fabian Blank, a nominee of Harbert
Discovery Fund at Enzo Biochem’s proxy
campaign, published an article on LinkedIn
titled “Why and How Boards create Value”.
His profile reads “Healthcare entrepreneur,
senior advisor, and investor – with
operational leadership experience and
expertise in digital health”.

It is a quite an interesting read.

https://www.linkedin.com/pulse/whyhow-boards-create-value-my-nominationindependent-fabianblank/?articleId=6612580044004966400#
comments6612580044004966400&trk=public_profile
_article_view
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Hurdles faced by activist: Private placement on
the eve of AGM record date
In 2019, a group of three investors, J.
Marvin Feigenbaum, Barinder Athwal
and Brian Mirman, nominated a full
slate of candidates for election to the
Board of Directors at Document Security
Systems, Inc. (“DSS”).
In December 2019, the three investors
withdrew their proxy campaign citing a
recent private placement of almost 20%
of DSS stock in the hands of
Chairman Fai Heng Chan. The activists
argued that the private placement
“irremediably tipped the scales in favor
of the Board’s slate for the vote at the
2019 Annual Meeting”.
Here is what happened:
During the proxy campaign, the
company issued 6 million shares to the
chairman, who is also the largest single
shareholder. This happened exactly on
the eve of the record date for the 2019
AGM. Post-transaction, the chairman
would hold approximately 1/3rd of the
outstanding shares.

The activist group argued that they do
not see any benefit in continuing the
proxy campaign effort.
The private placement on November 1,
2019 of six million (6,000,000) shares of
the DSS’ common stock to Mr. Chan, the
Company’s largest single shareholder
and Chairman, irremediably tipped the
scales in favor of the Board’s slate for
the vote at the 2019 Annual Meeting. As
we previously noted, in our opinion this
private placement to Mr. Chan on the
eve of the record date for the 2019
Annual Meeting served no legitimate
business purpose of DSS and had the
unfortunate consequence of entrenching
Mr. Chan as DSS’ largest shareholder
with approximately one-third (1/3) of
DSS’ outstanding voting stock posttransaction. Under these circumstances,
we did not see any benefit to the DSS
shareholders of our continuing efforts
and investment of resources to promote
our slate of directors.
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Courtroom drama: Maryland Court room
transcript
Long story short:
(a) In December 2018, Stilwell Activist
Investment delivered a request to
examine the financial records of the
company. Since the company did not
deliver the financial records, Stilwell
Activist Investments filed a lawsuit
compelling the company to make
available for inspection certain financial
records, pursuant to Maryland General
Corporation Law.
(b) In April 2019, the company filed a
motion with the Court seeking dismissal
of the complaint.
(c) Stilwell Activist Investments
opposed the motion, and on October 31,
2019, the Court held a hearing on the
motion and denied the company’s
motion to dismiss the complaint.
What is interesting?
(1) In November 2019, the Stilwell
Group attached the transcript of the
courtroom hearing in the SEC filing.
If you want to read the “real time”
courtroom debate, click the below link.

https://www.sec.gov/Archives/edgar/d
ata/1113303/000092189519002841/e
x1todfan14a10318009_112019.pdf
(2) Wonderful argument - Argument to
“deny” the motion.
Joel I. Sher, attorney for Stilwell Activist
Investments, made an argument as to
why it was important to deny the
complaint.
85 percent of real estate investment
trusts are incorporated in Maryland.
Maryland is to REITs what Delaware is
to corporations. I think Your Honor's
ruling is going to have a wider impact
than just this case. It could go up on
appeal. I think you need a record. And I
think at this point in time, Your Honor,
in light of that, I don't see how you can
do anything other than – with all due
respect, never tell a judge what to do –
but I don't see how you can do anything
other than just deny the motion.
Note: Joel I. Sher is the chairman of the
law firm, Shapiro Sher. He heads the
firm’s financial restructuring and
bankruptcy practice. He is featured on
The Best Lawyers in America list.
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Thoughts on academic studies on activism:
Activists are not Ben-Hur heroes
The Debate

Case study: Bandera Partners

Quite often, someone publishes an
article or study that analyses the
performance of shareholder activists.

In 2019, Jeff Gramm lost the election at
Luby’s Inc. The company’s management
won primarily due to their ownership –
insiders own 40%. Moreover, 68% of
shareholders (excluding insiders)
overwhelming voted for Jeff Gramm. To
read more about the analysis of the
proxy outcome, click here.

There are multiple studies on activism,
but differing conclusions. Some studies
conclude that activists have little impact
on improving performance, whereas
other studies conclude that activism
helps to improve returns.
So, which is correct?
Assumption #1 Activists have power
to influence the company

Given the fact that insiders own 40%, it
is hard to win the election. So, why did
Mr. Gramm launch a costly proxy
campaign, funded from his pocket?

Let’s consider a hypothetical situation: A
group of students are given a nail and a
hammer. Each is given a different object
and the task is to hammer a nail into the
object. The objects are as follows: hard
wood, plywood, brick, concrete and
rock.

Jeff Gramm did not launch a proxy
campaign just because the company had
one terrible quarter, and neither did he
see an opportunity to make quick
money. He has been a shareholder of
Luby Inc. for more than a decade, and he
got fed up with the consistent 5-year
decline in the stock price.

Is it fair to measure the outcome of the
test?

What were his choices before the proxy
campaign?

Similarly, by including all activist
situations, the researchers
automatically assume that all activists
have an “equal” level of power in
influencing all the companies targeted,
and it is fair to assess how the activists
performed as a group. Similar to rock
and concrete in the above example,
companies with higher insider
ownership and tough by-law provisions
are extremely hard to deal with.
Moreover, even a board membership
doesn’t guarantee any significant
influence on the company’s strategy.

a) Continue to have a ‘hope strategy’,
that one day the stock price would
eventually increase.
b) Sell the stock at a loss.
c) Even though the odds of winning a
proxy fight are terribly low, fight and
make a serious attempt to bring about
changes.
Jeff chose (c).
There are two possible outcomes: a) The
board and management get a clear
message that the problems flagged by
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Jeff Gramm should be addressed, and
they take action; b) The management
team continues to run the show ‘as
usual’ and poor performance continues.
Jeff Gramm is not able to influence
either of these outcomes. In fact, he
doesn’t have a single board seat to voice
his opinion. He gave it his best shot.
The Luby situation is pretty much like a
student being given a rock and asked to
hammer a nail into it. Now, ask yourself;
it is fair to judge Jeff Gramm’s effort?
Assumption #2: All activists are the
same
You can broadly group activists into
three categories(a) Long time shareholders who are
upset with the incumbent
board/management.
(b) Shareholders who buy a stake with
the intention to use activism to unlock
value.
(c) Others: Those who don’t fall under
(a) or (b). Typical 13D filers include a
former CEO who was terminated, a
company that tries to acquire a target
company, etc.
From a track-record perspective, some
activist investors have a long history
and most filers are “first time” filers.
On the top of this, some are “hit and
run” activists. On a few occasions, some
activists have accepted the company’s
offer to buy their shares at a premium, a
deal that is not available to other
shareholders.
Unfortunately, most studies assume that
all activists are the same. In order for a

study to be effective, the samples should
undergo some filtration process.
Unfortunately, as soon as some have
filed a 13D, the studies include it – a
very poor admission criteria.
Wrong question and unfair
conclusion
PayScale, a Seattle-based compensation
data software company, surveys
institutions that grant bachelor and
associate degrees. They study how much
alumni earn after graduation and how
much it costs to finish the degree.
The objective of the PayScale report is
not to determine whether or not a
college degree is useful, but rather to
give insights into the potential for
students to make informed decisions.
Unfortunately, the studies/articles on
activism try to conclude whether or not
activism is useful – the study analyzes
the “collective” return of activist
investors and expresses an opinion on
the entire activism space. From an
investing point of view, this doesn’t
make any sense.
A recent academic study explained why
value investing generally fails. I was
curious as to how they measured the
performance of a strategy. The study
relied heavily on book value and P/E
ratios. I have never believed that value
investing means a low P/E.
Final note
Many investors run several screens to
narrow down the list – negative EV,
stocks owned by value investors, stocks
trading near 52-week lows, etc. No one
believes that “all” the companies on the
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screen are investible. The screen helps
to narrow down stocks.
It is wise to take a similar view with
activist investing.
The discovery of truth is prevented more
effectively, not by the false appearance
things present and which mislead into
error, not directly by weakness of the
reasoning powers, but by preconceived
opinion, by prejudice. - Arthur
Schopenhauer.

The problem with opinions and studies
of activism is that investors develop
some sort of preconceived notion over a
period of time. This can result in lost
opportunities for investors.
As Buffet puts it, “The trick in investing
is just to sit there and watch pitch after
pitch go by and wait for the one right in
your sweet spot.”
Each 13D filing is a pitch. There is no
reason to react to every pitch.
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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

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/
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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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